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Operator with National Class 3000 
Bookkeeping Machine Posting Ledgers 
for Saskatoon Motor Products Ltd. 


Saskatoon Motor Products Ltd., 


*#—says Mr. O. B. Robson, 


“Our National Class 3000 Bookkeep- 
ing Machine has more than satisfied us 
with the mechanical accuracy and 
efficiency of its service and its time- 
and-money-saving performance,” writes 
Mr. Robson. “It has aided us greatly 
in cutting costs and thereby achieving 
an increase in operating profits of over 
20%. 

“The application of the Unit Ticket 
Plan enables us to make a complete 
Sales Analysis at the same time that 
we post our Accounts Receivable. We 
are now handling this Sales Analysis, 
our Accounts Receivable and parts of 


THE NATIONAL CASH REGISTER COMPANY 


OF CANADA LIMITED 
dead Office: Toronto 


increased our 
profits by 


Saskatoon, Saskatchewan. 


Sec.-Treas., Saskatoon Motor Products Ltd., Saskatoon, Sask. 


our General Ledger work, all on our 
National Bookkeeping Machine.” 


* * * 


You, too, can get similar benefits and 
satisfaction with a National System 
designed to meet the particular require- 
ments of your business. If you would 
like to simplify your record-keeping, 
cut costs and so obtain bigger profits, 
consult your local National representa- 
tive. He will gladly survey your pres- 
ent methods and recommend a system 
—at an economic price—exactly suited 
to your needs. 
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ACCOUNTING MACHINES 


Sales Offices in Principal Cities 





Time 
possib 


variet 


keepit 


anizec 
hand] 


A Bu 
In fac 
accou 
! each 
desigr 





with Burroughs Sensimatic 


mechanized accounting 


Time and again a Burroughs Sensimatic has made it 


possible fon 


variety of accounting work ordinarily done. Record 


an operator to triple the volume and 


keeping of each phase of a firm’s business is mech- 
anized . 
handled entirely by the machine. 


many repeat entries are automatically 


A Burroughs Sensimatic can do any accounting job. 


In fact, many smaller business firms do all of their 


} 


accounting on a single Sensimatic. That's because 


Beach of the exclusive Sensimatic sensing panels is 


designed to guide the machine through any com- 


ONE SENSIMATIC 


handles all these jobs and many others 


Burroughs 


ACCOUNTS RECEIVABLE «+ 
COST RECORDS « 


‘ \ 


g 
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bination of accounting procedures required. You 
switch from job to job with just a turn of the selector 
knob! If vou change your system, just change the 


sensing panels—not the machine! It’s as simple as that. 


It’s so easy to apply the Sensimatic to your accounting 


work to completely mechanize bookkeeping 
operations. Let’s talk about your particular require- 
ments. Call your nearest Burroughs branch, listed in 
the yellow pages of your telephone directory. Or 
Adding Machine of Canada, 


write Burroughs 


Limited, Windsor, Ontario. 


ACCOUNTS PAYABLE 


INVENTORY CONTROL «+ PAYROLL 


Sensimatic 


Accountin g Machines 


Wherever there’s business there’s 
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M:Leop, Youn, WEIR & COMPANY 


DEALERS IN 
GOVERNMENT, MUNICIPAL 
AND 
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Toronto Montreal 


50 King Street West 276 St. James Street West | 
Telephone: EMpire 4-0161 Telephone: HArbour 4261 
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Ottawa, Winnipeg, London, Hamilton, Vancouver, Calgary, 
Kitchener, Quebec, New York 








Security... 


One of the best sources of security and 
contentment is your money in the bank. 
It is never too early to start a savings 


account, 
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Some startling punched-card results 
at National Motor Bearing Company, Inc. 

















The problem: 12,000 items are produced in 3 plants, stocked at 7 
points. About 4,000 items are active every month. Orders average 
7,000 monthly. Previously, sales were often lost because the stocking 
point would fail to notify the home office immediately when an item 
inventory was low; errors crept into the inventory records through 
procedures which required a great deal of manual posting and mental 
arithmetic. 


ena 


The answer: 98% success on keeping in stock the active 4,000 items. 
Back order problem virtually wiped out. Annual sales of $17,000,000 
handled with a finished goods inventory of only $1,200,000 (and basic 
materials inventory even smaller). All of this accomplished through 
centralized inventory control with Remington Rand punched-card 
methods, for total cost of about 12% clerical units. 


Case history +752 tells how this firm gained many 
benefits in production control, cost control, payroll, 
and sales analysis, as well as in inventery control. 
For your copy, write to Remington Rand, Tabulat- 
ing Machines Division, 984 Bay Street, Toronto. 
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Wings in your finger tips? Yes! and you'll 
feel as though you had brains in them, too 
... because the Model E has a mechanical 
brain...a control plate that directs auto- 
matic operations. A mechanical brain that 
enables you to speed work, cut errors, 
save time, money, effort! 


And don’t forget the touch-operated 
Sundstrand 10-key keyboard. So easy to 
operate! 


Talk about flexibility! With this ma- 
chine you can post a variety of records and 


. 
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This Underwood Sundstrand Model E 


is So easy, So automatic ! 


St ike having Wing 


__ four fingertip 





do all kinds of miscellaneous adding- 
figuring work, too. 

You can’t help being enthusiastic about 
this low-cost, all-purpose Model E Ac- 
counting Machine, once you’ve tried it! 

The Underwood Sundstrand Model E 
is really a wonderful buy! 

See it demonstrated! Mail the coupon 
or call your Underwood Representative 
today. 

There’s nothing simpler! There’s nothing 
speedier! There’s nothing more automatic! 


Underwood Limited 
135 Victo:ia St., Toronto, Ont. 


Please send me lite ature, further describing 
your new Underw~od Sundstrand Model E 


Accounting Machine. 
aE Underwood 
or Sundstrand Name 
Lomo} i 
Accounting Machine Division $ H . Title 7 
d Li it d The Original §=9&°Company 
@ Origine ompany_ | a 
Underwood Limited oom 
Head Office: 135 Victoria St. Address 


Toronto 1, Ontario 
City_ 


Branches in all principal cities 


Province___ 
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CHiEF ACCOUNTANT REQUIRED 
For Montreal office of leading firm of 
international insurance brokers, liberal 
employee benefits. Write Box 376, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 





LARGE ORGANIZATION 


In Hamilton requires a chartered ac- 
countant or equivalent qualifications, 
25 to 30 years of age. Excellent op- 
portunity for one interested in indus- 
trial accounting. Box 379, The Can- 
adian Chartered Accountant, 10 Ade- 
laide St. E., Toronto, Ont. 





CHARTERED ACCOUNTANT 
Required as assistant to  secretary- 
treasurer of chain store group with 
headquarters in Montreal. Applicant 
should have at least five years experi- 
ience since qualifying and not be over 
35. Good salary and excellent pros- 
pects for advancement offered in pro- 
gressive organization. Apply Box 382, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 


AUDITOR WANTED 


Expanding world-wide manufacturer 
of electronics situated in Toronto re- 
quires a young man for their internal 
auditing department. Excellent op- 
portunity for the right man. Salary 
commensurate with experience and 
ability. Write giving full details and 
availability to Box 383, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 





STUDENTS 


A second year and a fourth year stu- 
dent required by a firm of chartered 
accountants to commence in March. 
Good salaries and opportunity, with 
group insurance, etc. State full par- 
ticulars and salary expected. Box 381, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 











SWEETNESS 
and 


LIGHT 





By Jay Vee 


Their Hour Has Come 
or 

The Greeks Had a Word for It! 
WO people in our office, a Mr. and 
a Miss, are currently going through 
the agony of giving up smoking. Or 
at least they are cutting down to a small 
fraction of their former consumption. 

Mr has adopted a rigid rule which 
would classify him as a true Spartan. 
One cigarette every second hour on the 
hour, no more and no less—such is the 
code by which he now must abide. And 
he will not compromise two minutes’ 
worth, though in all other respects he is 
quite liberal-minded. No matter if the 
hour hand of his watch does point to 
11, 1, or 3 a little ahead of time, he 
still works on with indomitable resolu- 
tion until the pokey old minute hand, 
“creeping like snail” as Shakespeare 
would say, finally plods up to the 12 
mark. Only then and not before does 
he light up. 

He doesn’t hold with people giving 
in ahead of schedule. He says, “A fel- 
low I knew started smoking his 9 
o'clock cigarette at 9 a.m., his 10 o'clock 
at 9:10 a.m., his 11 o'clock at 9:20 a.m. 
By the end of the week he was well into 
next year’s supply and his program of 
reform was shot to pieces.” 

No, Mr insists on a time lapse of 120 
minutes between smokes, and he tells 


us his throat feels much better for it. 
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A strange thing has happened though. 
In exact proportion as his throat im- 
proves he is developing a rare mental 
quirk hitherto unknown in the Western 
A psychiatrist might diag- 
Trans- 


Hemisphere. 
nose it as Ménutiamanuphobia. 
lated into layman's language it means 
“loathing horror of minute hands”! 


Miss, on the other hand, has taken a 
flexible approach which recalls the phil- 
osophical traditions of ancient Athens. 
“Liberty of choice’ and “the golden 
mean’’—those are her watchwords. So 
long as she stays within her limit by 
the end of the day, she claims she can 
vary the times of indulgence any way 
she chooses, within moderation. Every 
so often she considers deeply how long 
it has been since the last cigarette, how 
great is her urge for one now, whether 
she should deprive herself a little longer 
in order to strengthen her willpower, or 
whether certain enumerated circumstances 
would warrant premature pleasure. Thus, 
she says, each individual cigarette in- 
volves a separate act of the reason and 
will, a sort of exercise of the highest 
human faculties. 

But do not think that mind has tri- 
umphed over matter, or that M/ss has 
reasoned herself out of all suffering ei- 
ther. 

The other day we happened into her 
office and saw the following figure com- 
binations on her scratch pad: 

1:10 
2:47 


4:05 


“Are you analyzing the odds on the 
fourth at Hialeah?’ we asked inno- 
cently. 

“No, that is my Cigarette Consump- 
tion Journal. I make an entry every 
time I light one. Then, whenever I feel 


my resistance breaking down I look at 
the pad and live again the happy times 
T knew at 1:10, 2:47, and 4:05.” 





PRACTICE FOR SALE 
Established 11 years in S.W. Ontario. 
Over 350 clients. No C.A. within 25 
miles. Reply Box 380, The Canadian 
Chartered Accountant, 10 Adelaide 
St. E., Toronto, Ont. 


PARTNERSHIP WANTED 
Chartered accountant firm in Montreal 
would like to discuss association or 
partnership with Toronto or Ottawa 
firm. Reply Box 384, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 


POSITION WANTED 

Young C.A., eight years diversified 
commercial and public accounting 
background, desires position in indus- 
try or public accounting field prefer- 
ably in southern Ontario. Box 377, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 





POSITION WANTED 


Chartered accountant, age 32, desires 
position in Ottawa with C.A. firm or 
a commercial business. Box 378, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 





INTERMEDIATE WANTED 
Young intermediate (single) required 
by C.A. firm in Bermuda. — Excellent 
opportunity for advancement. | Ar- 
rangements can be made to carry on 
studies through Queen’s Correspond- 
ence Course. Salary commensurate with 
experience. Minimum £900.0.0 per 
annum equivalent to $2,400, no in- 
come tax deductible. Write giving full 
particulars to Butterfield & Steinhoff, 
Front St., Hamilton, Bermuda. 





SENIOR STUDENT 
Married, age 30, wishes to obtain em- 
ployment with a practising chartered 
accountant in or around the Hamilton 
area. Presently employed as general ac- 


countant. Box 385, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 
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WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street . . . . - - Toronto 1, Ont. 





ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 





PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND-HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 
Barristers and Solicitors 


Hamilton Building, 395 Main Street - - Winnipeg, Man. 








YOU MUST SEE THE NEW 


Develop Co.€ 


PHOTO- enn ee 


ONE machine doc 








A 


producir j 

of any ni 

any length in 

Single Sided copies E - 
mail Card Stock or Transparencies 
The world’s FIRST and FOREMOST office 
copier with a_ life-time guarantee and 






Free Service. 
Call, Phone or Write for a Demonstration or Descriptive Folder. 
BLOCK & ANDERSON (CANADA) LTD. 


TORONTO MONTREAL OTTAWA © 
2889 Bloor St, W. 6333 Decarie Blvd. 146 Laurier Ave, W. 
Tel.: CEDAR 1-7341 Tel.: ATLANTIC 0211-0838-9882 Tel.: OTTAWA 2-0530 
ALSO THE McBEE COMPANY LTD. — VANCOUVER - EDMONTON - REGINA - WINNIPEG - HALIFAX 





Accounting and Allied Subjects Taught 
TO C.A, STUDENTS 


desiring to obtain a fresh, clear viewpoint on subjects which are causing trouble | 
on examinations ; 
TO CLIENTS’ STAFF MEMBERS 

when principal or employee is anxious to improve ‘“‘know-how” and efficiency in 
the office. 

BY SHAW DAY AND NIGHT SCHOOLS 

for those in the more elementary stages who prefer classroom instruction in 

Toronto. 

BY SHAW CORRESPONDENCE SCHOOL 

for those capable of taking rapid strides by the home-study method. 
SHAW SCHOOLS have become familiar with and in many cases taken a leading part 
in the shaping of the educational plans of the Accounting, Secretarial and Banking 
Associations of Canada. 

Outline YOUR problem by telephone or letter. 


SHAW SCHOOLS, Dept. CA, 1130 Bay Street, Toronto - Kingsdale 3165 
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Industrial Financing 





DoMINION SECURITIES 
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50 King Street West, Toronto, Canada 





H. MEYER GOODMAN & WOLFE D. GOODMAN 
Barristers and Solicitors 


88 Richmond Street West : - - Toronto 1, Ont. 





McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 


302 Bay Street Toronto 1, Ont. 





PLAXTON & COMPANY 
Barristers and Solicitors 


Suite 1207, 320 Bay Street - - - Toronto 1, Ont. 





SMITH, RAE, GREER, SEDGWICK, WATSON & THOM 
Barristers and Solicitors 


50 King Street West . - - Toronto 1, Ont. 
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McDONALD, JOYAL, FOGARTY & MILLS 
Barristers and Solicitors 
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QUAIN, BELL & GILLIES 
Barristers and Solicitors 
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BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - . - - Toronto 1, Ont. 
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Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 










ENQUIRY: EM. 4-6481 
TORONTO ‘PHONE ORDER: EM. 4-8311 





APPLICATION FORMS 


prepared by the 


G&T 
ACCOUNTANT'S 


WORK PAPERS 


Committee on Personnel Selection 


Per dozen 
Busy accountants like the eye sooth- 
. : Per 100 
ing, eyesaving paper, the clean 
ruled patterns with special ‘fold’ 
columns so that all sizes can be 
kept in one binder or cover, the 
perforated, detachable heads on 


| izes. Carried with 7, 14, 
arger sizes ree ee of Chartered Accountants 
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The Canadian Institute 
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This versatile plate ...writes ...adds_ ...ftabulates 
HIS Addressograph plate is versatile because it performs many accounting 
procedures at high speed. Now— it writes, adds and tabulates to save time 

and money on statistical and accounting functions—in addition to repetitive 


writing jobs. 
Call in an A-M representative to show you how this Addressograph plate 


oan be applied to your business. 


Addressagraph-Multigraph 


SIMPLIFIED BUSINESS. METHODS 





ADDRESSOGRAPH-MULTIGRAPH of Canada Limited, TORONTO, ONTARIO 


Sales and Service Branches Across Canada 


LEMAY & ROSS 


Barristers and Solicitors 
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McMICHAEL, COMMON, HOWARD, KER & CATE 
Barristers and Solicitors 


Royal Bank Building - . . - Montreal 1. Que. 
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Barristers and Solicitors 
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Corporate Financing... 


In our more than sixty years of business we have been 

of service to many outstanding Canadian corporations 

in the issuing and distribution of their securities. 
Should you require information or assistance in such 


matters, we would welcome your enquiry. 


A. E. Ames & Co. 
Limited 
Investment Dealers—Business Established 1889 
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COMMENT AND OPINION 


The Royal Commission on 
Public Accountancy in Saskatchewan 
7. Royal Commission on Public Ac- 

countancy in Saskatchewan made its 
report in November, 1953, but it is not 
likely that many members of the profes- 
sion outside of Saskatchewan are ac- 
quainted with its contents, despite the 
time that has elapsed. The Commission- 
ers’ report constitutes something of an 
accolade for the Institute of Chartered 
Accountants, which, they recommend, 
should be the sole professional society of 
public accountants to receive legislative 
recognition in Saskatchewan, and whose 
members alone should be unrestricted in 
their right to practise public accountancy. 
Non-members of the Institute should, 
they recommend, be entitled to practise 
only upon being licensed by a public ac- 
counting licensing board similar to that 
which now exists in Nova Scotia and 
Ontario. The Commissioners thus do not 
suggest that a monopoly of public ac- 
counting practice should be given to 
chartered accountants: on the contrary 
they recognize a need for practitioners 
to perform less specialized accounting 
work for small businessmen and profes- 
sional men; but they repeatedly empha- 
size that the public interest demands that 
there be but one professional society of 
highly qualified accountants so that the 
letters indicating membership in a society 
of public accountants shall be an as- 
surance of competence. 


135 


The Commissioners also recognize that 
the public interest requires a sufficient 
number of highly qualified public ac- 
countants to meet the needs of the 
public, whether in public practice or 
in some form of employment calling for 
accounting services of a high order. The 
suggestion had been made to the Com- 
mission that there were not enough pub- 
lic accountants in the Province to satisfy 
these requirements, but the Commission- 
ers found that the evidence did not sup- 
port this suggestion. The contention had 
also been advanced that the Institute of 
Chartered Accountants had the power 
to artificially restrict the number of 
new entrants to the field of public ac- 
countancy by its control over (1) the 
admission of students, (2) their remun- 
eration, (3) the length of their train- 
ing period, and (4) the examinations 
leading to professional recognition, and 
that the Insitute had not hesitated to 
use that power to restrict membership. 
These allegations the Commissioners 
found to be wholly unwarranted. 


That a period of apprenticeship, 
“learning by doing’, is requisite to the 
training of qualified accountants was an 
opinion endorsed by the Commissioners, 
and the contention that institutional or 
commercial employment was a proper 
equivalent for service in the office of a 
qualified public accountant engaged in 
public’ practice was unhesitatingly re- 
jected. They pointed out that service 
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as a student in the office of a practising 
public accountant gives a student that di- 
versity of experience of all types and 
classes of business which is so necessary 
to the development of a qualified auditor 
and investigator as well as a bookkeeper 
and accountant, which experience is not 
usually obtainable in industrial or in- 
stitutional employment. At the same 
time, the Commissioners did not feel that 
adequate : practical experience could be 
obtained only by service in a practising 
chartered accountant’s office; there were 
other competent public accountants who 
could provide a requisite basis of train- 
ing for students, and it was possible also 
to obtain a varied experience in account- 
ing in commercial and institutional em- 
ployment, providing that at least one 
year was spent in the office of a practis- 
ing public accountant. 

While the Commissioners were in no 
doubt that the Institute of Chartered Ac- 
countants of Saskatchewan should be the 
sole recognized professional society of 


public accountants in the Province they 
felt that the Institute should not have the 
exclusive power to determine the quali- 
fications in education and experience of 
an applicant for admission to the Insti- 
tute. They emphasized that no one who 


possessed the necessary qualifications 
should be barred from membership in 
that exclusive society. Moreover, they 
felt that the opportunity to take the 
courses of study and to write the exam- 
inations prescribed for students articled to 
chartered accountants should be made 
available to others who were obtaining 
their practical training in some other 
way. 

To give effect to their views the Royal 
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Commission therefore recommended (in 
addition to what has already been indi- 
cated) the repeal of a statute enacted 
at the last session of the Legislature, but 
not yet proclaimed, which would give 
corporate status to the certified public 
accountants in Saskatchewan; that an 
Accountants’ Qualification Committee 
(similar to the committee of the same 
name in Alberta) be set up by the Uni- 
versity of Saskatchewan to decide whether 
the educational qualifications of a person 
desiring admission to the Institute are 
equivalent to those fixed by the Insti- 
tute for admission; that an Accountants’ 
Experience Appraisal Board (similar to 
the committee of the same name in Al- 
berta) be set up to decide whether the 
practical experience of persons desiring 
admission to the Institute is equivalent 
to that required by the Institute for ad- 
mission, and that persons meeting these 
requirements should (if of good moral 
character) be admitted to the Institute 
on payment of the prescribed fee. In 
addition they recommend that any person 
who fails to satisfy the Qualifications 
Committee of his educational qualifica- 
tions shall be required to take such course 
of study (including the Chartered Ac- 
countants Course) and/or write such 
examination (including the prescribed 
examination, i.e. the uniform examina- 
tion of the provincial Institutes) as the 


‘Qualifications Committee may decide. 


Whether or not the report of the Royal 
Commission is adopted by the Legislature 
of Saskatchewan, chartered accountants 
at any rate will be gratified at its compli- 
mentary references to themselves and 
their Institutes. 
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Comments on 
Canada’s Foreign Trade 


By H. R. Sanders, C.A. 


Judging from our recent experiences it is apparent that 
a new fundamental trade policy is required for Canada, says this author 


_ year 1953 will probably be re- 
corded as one of the most critical 
years in the sphere of Canadian foreign 
trade since Confederation. 

Preliminary figures released by the Do- 
minion Bureau of Statistics for nine 
months ending September 30, 1953, in- 
dicate a Canadian unfavourable trade bal- 
ance with the world of $231.3 millions, 
in contrast with a favourable world bal- 
ance at the same time last year of $245.4 
millions. 

Table I below will illustrate the sharp 
changes which have recently taken place. 


The War’s Effect 


In 1939 our unfavourable trade bal- 
ance with the U.S.A. of $107.1 millions 
was comfortably offset by a total favour- 
able balance with the rest of the world 
amounting to $292 millions. At that 
time the basic pattern of Canadian for- 
eign trade was the “Atlantic Triangle’, 
wherein Canada exported more to the 
U.K. and other countries than she im- 
ported from them. The currency receiv- 
ed, in pounds sterling, French francs, 
etc., was used to settle our adverse U.S. 
trade balance. This procedure was part 


TABLE I 


(Source — Dominion Bureau of Statistics) 
CANADIAN FOREIGN TRADE BALANCES (IN MILLIONS OF DOLLARS) 


Favourable 
Unfavourable 


Period 


+ (exports exceeding imports) 

— (imports exceeding exports) 
All Other 

World U.S. U.K. Countries 


+1849 —1071 +2149 + #771 
+ 237.8 — 918 + 564.3 + 591.5 
+ 325.5 — 627.9 + 391.3 + 562.1 
+ 2454 — 472 + 331 + 386.4 
— 231.3 — 644.3 + 169.9 + 243.1 


Year ending 1939 

Year ending 1947 . Pei her tter tence: 

War RS 898? eid ceeds : 

Nine months ending September 30, 1952 .. 

Nine months ending September 30, 1953 . 
(preliminary figures) 








138 


of the multilateral trade and payments 
system based upon the free convertibility 
of currencies. Prior to the Second World 
War, Canada could always meet her ad- 
verse balance with the U.S.A. as long 
as she enjoyed a net favourable balance 
with all other countries. In bookkeeping 
terms, we were solvent in our trading ac- 
count as long as our trade receivables 
exceeded our trade payables each year. 
We also enjoyed the right to apply our 
receivables against our payables (con- 
vertibility of currencies). 


In 1947 this multilateral payments sys- 
tem came to an end, when various coun- 
tries were required to control their own 
currencies in the interests of internation- 
al financial stability. With the suprem- 
acy of the American dollar definitely es- 
tablished as an economic aftermath of 
World War II, it was necessary for most 
countries, including Canada, to institute 
a system of foreign exchange control. If 
Britain had not done so, it is possible 
that a flight of U.K. capital would have 
taken place with a disastrous drop in the 
exchange value of the pound as one of 
the consequences. 


The Post-War Policy Queried 


As Table I indicates, Canada also 
found herself in a difficult position in 
1947 with a peak adverse trade balance 
of $918 millions with the U.S.A. Al- 
though our trade surpluses with the soft 
currency countries exceeded our deficit 
with the U.S.A., we were required to 
dip into our U.S. dollar and gold re- 
serves, as currencies were no longer con- 
vertible and we could no longer settle 
our U.S. trading deficit in the old man- 
ner. Heavy excise taxes were imposed 
upon many U.S. imports and a policy of 
exporting increasing amounts of Cana- 
dian raw materials to the U.S.A. was 
adopted to help balance our trading ac- 
count. We hoped that by insisting on 
dollar payments for our exports to Bri- 
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tain, the U.S. dollar abyss would par- 
tially be filled. However, as Table I 
shows, our export balance with Britain 
has dropped dangerously in recent years 
to the low of $169.9 millions for the 
nine months ending September 30, 1953, 
and our U.S. deficit is soaring again. Ap- 
parently the policy decided upon in 1947 
has not yielded the anticipated results. 
We appear to be alienating ourselves 
from the U.K. and other countries by 
our insistence on dollar payments, with- 
out a complementary effort to divert pur- 
chases from the U.S.A. to other coun- 
tries so that they can earn the necessary 
dollars to buy from us. 

In 1952 Canada’s exports amounted 
to $4301 millions and her imports $4030 
millions, the total of the two being $8331 
millions. Of this amount 63.4% was 
transacted with the U.S.A. For the 
first nine months of 1953, Canada’s 
exports were $3108.7 millions, imports 
were $3340 millions (preliminary fig- 
ures), totalling $6448.7 millions, of 
which 66.8% was transacted with the 
U.S.A. At the present time, over two- 
thirds of our foreign trade is then done 
with one country, our neighbour to the 
south. 

Table II (on p. 139) illustrates the 
changes in percentages. 

Table II indicates that 66.2% of our 
imports came from the U.S.A. in 1939; 
in 1953 we are now buying 74.2% of 
our foreign goods from the U.S.A. 

In 1939 we used to buy 15.2% of our 
imports from the U.K. In 1953 the 
U.K. portion of our total imports has 
dropped to 10.2%. 


Alteration in Trade Picture 


As we see by Table II, the percentage 
of our total exports to the U.S.A. has risen 
17.8% from 1939 to 1953; the per- 
centage of our total exports to Britain 
has declined over the same period by 
19.1%. It might appear on the surface 
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TABLE II 


(Source — Dominion Bureau of Statistics) 


DISTRIBUTION OF CANADIAN TRADE 
BY LEADING COUNTRIES AND TRADING AREAS (IN PERCENTAGES) 


US. 
Year Exports Imports 


ts ct eri as oS ae 
1945. ; toe 
1946 eetabreess 38.4 
1947 bear Cowes 
1948 Bee Seo ratiaangekaeree Maen aetues 48.8 
1949 eas 50.4 
1950 ee Bey 65.0 
NN eae rianc ts s05sflovesce esas 58.9 
1952 ee 53.6 
1953 (to Sept. 30) ......... ee 58.9 
(preliminary figures) 


that this is simply a ‘‘cancelling-out’’ pro- 
cess, that what we used to ship to Britain 
in larger quantities is now going to the 
U.S. instead. Unfortunately, this is not 
the case. The increase to the U.S. rep- 
resents, largely, shipments of our iron ore 
and other raw materials possessing low 
labour content and, hence, bringing low 
prices, whereas the drop in sales to the 
U.K. represents lost markets, these hav- 
ing been taken up by Denmark, the Scan- 
dinavian countries, and others. 

With Britain not having signed the 
International Wheat Agreement, it is 
possible that our exports to Britain will 
drop even further in 1954, unless some 
new arrangements are concluded such as 
the acceptance of sterling. The U.S.A. is 
reported to be doing this for certain ex- 
ports to the U.K. 

The other disturbing complementary 
aspect of the drop in exports to Britain 
is the unsold 800 million bushels of 
Canadian wheat, the lag in lumber and 
canned salmon sales, and the government 
subsidy program of buying up and stor- 
ing cheese, canned meat, and other com- 
modities formerly sold to this market. 


All Other 
U.K. Countries 

Exports Imports Exports Imports 
66.2 35 1% 23.4 18.6, 
75.8 29.9 8.9 32.9 be 
72.9 25.8 10.5 35.8 16.6 
76.7 27.1 7.4 25.6 15.9 
68.5 22.3 11.4 28.9 20.1 
70.7 2a 11.1 26.1 18.2 
67.1 15.0 12.7 20.0 20.2 
68.9 16.0 10.3 25.1 20.8 
73.9 17.3 8.9 29.1 72 
74.2 16.4 10.2 24.7 15.6 





Dependence on U.S.A. 

Because of Canada’s concentration on 
the U.S. market, it is necessary to deter- 
mine its reliability and stability, as our 
prosperity and economic well-being are 
now very much dependent upon its 
foreign trade policies, tariff regulations, 
and the methods of administering these 
in Washington. 

Recently the Canadian Metal Mining 
Association found it necessary to send its 
managing director to the U.S. Tariff 
Commission hearings in Washington to 
answer charges that the Canadian mining 
industry was responsible for “flooding” 
the U.S. market with lead and zinc, and 
for a subsequent drop in prices. The 
Tariff Commission was reminded that 
Canadian production of these metals and 
concentrates was diverted from normal 
established markets at the request of the 
American government at a financial sac- 
tifice to the Canadian industry. The 
U.S. government had threatened to ex- 
clude Canadian producers from the U.S. 
market because of pressure from the U.S. 
mining industry charging that it was be- 
ing injured by foreign operators using 
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poorly paid labour. It was conclusively 
shown, however, that the difficulties in 
this industry are world-wide and that be- 
cause of declining prices 15 producers 
of lead and zinc in Canada have closed 
down operations. It was also pointed 
out that Canadian wages were no more 
than 2c an hour under the U.S. average 
and ran as much as 16c over that average. 


U.S. Flouts G.A.T.T. 


The U.S. mining industry sought relief 
under an escape clause of the General 
Agreements on Tariffs and Trade 
(GATT), claiming that the U.S. prices 
of lead and zinc -had dropped on account 
of concessions granted under the U.S. Re- 
ciprocal Trade Agreements Act. 


The Commerce Journal, published by 
the Commerce Club of the University of 
Toronto, states in its 1953 issue:— 


The primary function of GATT was 
to give legal effect to the various tariff 
concessions negotiated at the first multi- 
lateral-tariff conference at Geneva in 1947. 
(Both Canada and the U.S.A. are signa- 
tories to this agreement.) The GATT 
has as its main objective the freeing of 
world trade from restrictions of all kinds 
and the progressive lowering of tariff bar- 
riers to moderate levels through the pro- 
cess of negotiation. It seeks to provide 
a multilateral basis for international trade 
and to ensure for all countries equality of 
treatment in world markets. 

Another exceptional provision of GATT, 
but one which has been used very rarely, 
is that which allows the temporary with- 
drawal or suspension of tariff concessions 
or other obligations to meet an unforeseen 
emergency. This may only be used where 
it can be shown that an unforeseen in- 
crease in imports of a particular com- 
modity causes or threatens serious injury 
to domestic producers. A country avail- 
ing itself of this provision must be pre- 
pared to consult with the countries af- 
fected and these in their turn may with- 
draw equivalent concessions. 


There is no evidence to indicate that 





the United States consulted with Canada 
before threatening to impose these im- 
port restrictions. On the other hand, 
when the U.K. wished to depart from the 
terms of the agreement (GATT) which 
they had signed, they took their case to 
the conference (recently held in Geneva 
to discuss the General Agreement on 
Tariffs and Trade). The Americans hav- 
ing signed the same agreement did not 
bother to consult the conference, but in 
the case of cheese, milk, beer, whiskey, 
lead, zinc, petroleum, coarse grains, fish, 
and other commodities normally imported 
from Canada, flatly disregarded their 
commitments and either imposed quotas 
and other restrictive measures or threat- 
ened to do so during 1953. 


U.S. Import Restrictions 


The United States also imposed im- 
port restrictions on Canadian cheese and 
dairy products previously referred to. 
This was done under section 104 of the 
Defence Production Act, a section which 
has nothing to do with defence. Its 
stated objective is to protect the price 
support program for U.S. farm products. 
It has been suggested that this rider to 
the Act was passed by Congress during 
one of the conflicts between the execu- 
tive and congressional branches of the 
U.S. government which seem to have 
erupted quite frequently of late. The 
effect of the section was to enforce im- 
port quotas against foreign farm prod- 
ucts, even if those products were defined 
as being freely admissible under fixed 
tariff items in international agreements. 


Under the Buy American Act, the U.S. 
Defence Department rejected the British 
bid on generators and transformers for 
the Chief Joseph Dam project. The Brit- 
ish quotation was $900,000 less than the 
closest American bid. Customs duties on 
the British equipment would have 
amounted to $681,000. The U.S. au- 
thorities granted the contract to an Am- 
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erican company, thus burdening U.S. tax- 
payers with an additional $1,581,000. 
President Eisenhower's reported attitude 
was that the Buy American Act is ‘‘ter- 
rible’’ but must be respected. 


Effect of U.S. Trade Recession 


Aside from these examples of trade 
agreement violations by the U.S.A., con- 
cern is being expressed about the ability 
of the U.S. economy to absorb the level 
of Canadian exports necessary for our 
economic health. In an article in The 
New Republic, March 2, 1953, by Tom 
Fitzsimmons, ‘“Trade Not Aid—How?’”, 
the following pertinent comments are 
made:— 


The Economic Cooperation Administra- 
tion has estimated that a drop of 4% in 
U.S. consumption would result in a cut of 


25% of U.S. imports. The United Na- 
tions estimates that a 4% drop in USS. 
employment might increase the dollar gap 
by as much as $10 billions a year. Obvi- 
ously, then, a recession here, resulting in 
part from our failure to retain and expand 
foreign trade, would convert the precarious 
world balance into a world-wide down- 
trend by setting off a self-stimulating pat- 
tern of declining employment, consump- 
tion and trade. 


The increased dollar gap of $10 bil- 
lions implies that to attain it, the U.S. 
would have to expand its exports or de- 
crease its imports or do both and increase 
its present (March, 1953) export sur- 
plus by this amount in the event that 
U.S. domestic purchasing power dropped 
as a consequence of a 4% decline in the 
total number of people employed. Should 
such a decline take place in the U.S. 
economy, it is predicted here that the 
U.S. would be required to export those 
goods which have become surplus, to 
the markets of Canada, Western Euro- 
pean countries, and other allies of the 
U.S. As domestic consumption 7s now 
declining in the U.S.A., the tendency of 
U.S. exporters to dump their surpluses 
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A previous contributor to this 
journal, Mr. H. R. Sanders, C.A. 
was admitted to the Ontario In- 
stitute in 1949 and is now en- 
gaged in public practice as a part- 
ner of Stern, Sanders & Company, 
Chartered Accountants, Toronto. 
During 1952 he spent some time 
in England and on the Continent 
in connection with trade matters. 





into other countries including Canada in 
greater quantities is increased. 


U.S. Dumping in Canada 


Canadian industry has voiced demands 
to revise our anti-dumping laws. Studies 
are now being made in Ottawa by a 
government inter-departmental commit- 
tee to determine what ‘‘fair market value” 
should be. Chief complaints about U.S. 
dumping are coming from Canadian tex- 
tile companies. Among others affected 
are Canadian manufacturers of electrical 
appliances and refrigerators. 


Obviously, as recessionary tendencies 
mount within the U.S.A., the necessity 
to find markets for U.S. manufactured 
goods increases, protectionist sentiment 
within the U.S.A. zooms, and our ad- 
verse balance with the U.S.A. rises. Can- 
adian manufacturers find it increasingly 
difficult for these reasons to market 
their merchandise in the U.S.A., and 
many have stopped even trying. 


Canadian exporters are also aware of 
the conflicts in the U.S.A. on tariff policy 
between the mid-West farm and home- 
market interests, on the one hand, reso- 
lutely behind high tariffs and import re- 
strictions, and the U.S. Eastern financial 
groups, on the other hand, who are more 
interested in the export market and hence 
more inclined to a policy of “trade — 
not aid’. This see-saw battle within the 
U.S.A. does not contribute assurance of a 
stable market for Canadian products. 
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Change in U.S. Foreign Aid Policy 


Furthermore, the U.S.A. is experi- 
encing serious export and fiscal problems 
of its own. Although 1952 exports 
amounted to about the same as those of 
1951, the ratio of defence equipment to 
commercial goods rose in 1952 over 
1951. With defence spending to be cut 
because the U.S. 1954-55 deficit is pre- 
dicted to be about $9 billions total ex- 
ports will likely decline even further in 
the future under those of 1953. 

The Journal of Commerce (Interna- 
tional Edition), New York, points out 
in its September 26, 1953, issue:— 

If, as the military experts believe, de- 

fence spending will fall by next June to 
a level $300 to $350 millions lower than 
in June, 1953, the decline will not be 
great enough to hit the national economy 
severely. But in the face of such a drop 
there will have to be off-setting increases 
in civilian demand if business activity is 
to go in any direction but down. 

This modest estimate of the probable 
cuts in defence expenditures, it should 
be noted, is being made by military men, 
not Congressmen subject to pressure for 
lower taxes. However, what prospects 
do exist in the U.S.A. for “increases in 
civilian demands to prevent business ac- 
tivity from going down”? Judging from 
reports in the financial press, none is 
forthcoming. 


Signs of Recession in U.S.A. 


As J. A. Livingston writes in his col- 
umn “U.S. Business Outlook” (Tele- 
gram, Oct. 26, 1953), net farm income 
in 1953 will be $1 billion less. “And 
now, signs are accumulating that all’s not 
well with the U.S. economy. Factory 
employment dropped last month when 
it was supposed to rise. Rayon shipments 
fell sharply in September and cotton 
consumption failed to rise. | Business 
loans since June have increased only 2% 
as against a rise of 8% last year and the 
year before — an indication businessmen 











aren't expanding operations.” U.S. in- 
ventories are reported to be $78 billions 
as compared to $72 billions one year ago. 


Canadian Business, November, 1953 
issue, says, “Even commercial exports 
from the U.S. are down 12% which re- 
duces the trade surplus which Washing- 
ton wants to meet cost of military ship- 
ments”. And in the same issue we 
read :— 

Canada’s exports depend in large meas- 
ure on U.S. policy. Not only will Can- 
ada’s exports to the U.S. depend on 
Washington’s import policies . . . but 
our overseas trade will reflect U.S. 
foreign aid program. Economy-minded 
lawmakers would slash foreign aid . . . 
which has been of indirect importance to 
Canada as it has enabled overseas coun- 
tries to buy in this market. 


It is this economic background which 
is providing the headlines in our Can- 
adian newspapers. 


All of these reports from varied 
sources indicate that Canada is in for a 
rough time if we continue our “eggs-in- 
one-basket”’ policy of relying on the U.S. 
for over two-thirds of our external trade, 
when its economy is experiencing decline. 


U.S. Influence on International Trade 


Clearly, in view of this, a reorientation 
is necessary if we are to prevent our- 
selves from drifting fatalistically into a 
crisis. But we are apparently hindered 
from being dragged out of a recessionary 
swamp by a remarkable piece of U.S. 
legislation which influences the trading 
policies of many countries thousands of 
miles from Washington. This is the 
Mutual Defence Assistance Control Act 
of 1951 (The Battle Act) of the U.S.A. 
Briefly, under this Act two embargo lists 
have been set up, itemizing commodities 
which shall not be shipped to the Soviet 
bloc by the United States or any country 
in receipt of aid from the U.S.A. (Can- 
ada is not receiving such aid). 











TL ET 








9 “= Oo 





Comments on Canada's Foreign Trade 


The first list refers to arms, ammuni- 
tion, etc., (Category A). 

The second list contains 264 items re- 
ferred to as strategic, including general 
industrial equipment of many kinds, 
(Category B). 

This Act may be said to form the 
foundation of the trading policies of the 
western bloc of nations. It should not 
be confused with the U.N. resolution of 
May 18, 1951, on the ban of shipments 
of strategic goods to China as the result 
of her participation in the Korean war. 
This ban is still in effect. 


On U.S. initiative, a consultative group 
composed of representatives from coun- 
tries cooperating with the U.S.A. or re- 
ceiving aid from her was formed in Paris. 
“The export control lists of the United 
States were used as a basis for discus- 
sion.” (p. 20, Third Report to Congress 
on Operations of the Battle Act by 
Harold E. Stassen, Director of Foreign 
Operations and Administrator of the 
Act). Shortly afterwards a subordinate 
co-ordinating committee (known as Co- 
Com) was organized to handle day-to- 
day questions. 


A British Commentary 


It is interesting to note responsible 
British and American attitude to this 
group and its approach in trade matters. 
In this regard, the Economist said on Oc- 
tober 3: — 

American legislators seem to have a 
genius for inventing the most awkward, 
embarrassing and unworkable laws. Rep- 
sentative Battle’s Mutual Defence Assist- 
ance Control Act of 1951 is an outstand- 
ing example... 

Mr. Stassen, in his third semi-annual 
report to Congress, recognizes the folly 
of trying to coerce allies by the use of 
ee 


Apparently there are people in the 
United States who are convinced that Am- 
erica’s perfidious allies are doing a roaring 
trade in strategic goods through the iron 
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curtain. The report firmly rejects this 
fairy tale. Mr. Stassen is apparently well 
satisfied with the machinery set up in 
Paris to co-ordinate controls and provide a 
forum for continuing international consul- 
tation about them. He speaks of a re- 
markable though “little-known story of in- 
ternational co-operation” which lies be- 

’ hind the strengthening of strategic trade 
controls . 

In a chapter dealing with the special 
problem of China, the report is less con- 
vincing — perhaps because of Senator Mc- 
Carthy’s well-known antipathy to any 
trade with China at all. But the policy of 
non-strategic trade with China does win 
nodding approval from Mr. Stassen . . . 
Perhaps the most striking indication of 
policy comes into this section; in discuss- 
ing the.embargo after the Korean truce 
the report is at pains to insist that no 
relaxation is contemplated for winning an 
armistice on a single battleground does 
not mean that we have won peace in the 
world. 

Sooner or later the whole question of 
the embargo will have to be re-examined. 
It is a pity, therefore, that Mr. Stassen did 
not attempt to evaluate the broad effects 
of the policy. How effective has it been 
in hampering the Communist war ma- 
chine? What harm, if any, has been done 
to the economy of the free world? What 
are the political consequences? It is all 
too easy to lose sight of the ultimate pur- 
pose of the embargo which was designed 
to safeguard the security of the West. It 
was never intended to be a permanent 
mechanism. At some point in the future 
it will be necessary to see which way the 
balance of advantage lies. It might then 
be advisable to toss in concessions on the 
embargo against corresponding concessions 
by the other side. 


An American Commentary 


From the New York Journal of Com- 
merce, the following editorial appeared 
on September 29, 1953:— 

If Harold Stassen, the director of foreign 
operations, doesn’t know it already, he will 
doubtless soon learn that he assigned him- 
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self a difficult and thankless task when 
he undertook to explain what the nation’s 
policy should be toward trade between 
ourselves and our allies and the Soviet bloc, 
China in particular . 


.... World War II, then the cold war, 


shut the industrial states of Western 
Europe off from their traditional markets 
and food and raw materials sources in the 
East. This disruption in prewar trade 
patterns was greater and more injurious 
than many Americans seem to realize, par- 
ticularly to the extent that it separated 
the complementary markets of East and 
West Germany, and those of Japan and 
North China. 


It would, of course, make dramatic 
reading if all of Western Europe and 
Japan closed off all trade with the East. 
But with what result? The concentration 
of demand for free-world sources of raw 
materials now being secured in the Soviet 
area would tend to send import costs up, 
some sharply, while the concentration of 
export competition in the remaining mar- 
kets would force export earnings down 
further, and the defence of the West 
would suffer accordingly — unless, that 
is, new markets can be opened. 

Where are these markets to be found? 
Are those in this country who are “de- 
manding” an end to East-West trade wil- 
ling to lower tariff barriers to help? From 
the record, we doubt it. 

Yet it should not be unreasonable to 
ask that any U.S. official, elected or other- 
wise, who wants to take a strong stand on 
this issue in the future should tackle all 
phases of this problem, which is difficult 
but responsible, instead of one, which is 
easy but hardly responsible... . 


Is Canada Tied 
to U.S. Trade Policy? 


There is a theory that Canada has no 
choice but to tie its trade fortunes to 
those of the U.S.A. because we are con- 
tiguous countries. The theory is not a 
new one; Canada-U.S. trade relations and 
theories provide some of the most inter- 
esting chapters in Canadian history. 





Carl Wittke, A.M., Ph.D., in ‘““A His- 
tory of Canada” (McLelland & Stewart, 
1941), points out that after the financial 
panic of 1873, which also came to Can- 
ada via Europe and the U.S.A., there re- 
sulted in at least six years of business 
stagnation and falling prices, ‘further 
aggravated by the practice of the United 
States of ‘dumping’ its surplus products 
on the Canadian market and selling them 
at a loss in order to keep prices up at 
home”. (p. 214) 


In 1878 the Canadian people endorsed 
the ‘National Policy’’ protecting Can- 
ada’s infant industries from their rivals 
in the U.S. by high tariffs, urging the 
farmer to support tariff protection in 
order to develop a stable home market 
for his products, and which stated that 
the only way for Canada to truly be- 
come a self-sufficing nation was to force 
her neighbour to bargain for commer- 
cial concessions by erecting a tariff bar- 
rier of her own. In 1910 a Reciprocity 
Agreement was worked out between Can- 
ada and the U.S.A. in which Canada was 
to grant reductions already granted to 
other countries in return for Canadian 
access to the U.S. market of 90 million 
people. 

This proposed treaty was never passed 
by Parliament and the opposition was 
able to cause a dissolution of the House 
on this issue. The government of the 
day was defeated in one of the most 
spirited elections of our history (1911). 
The parliamentary opposition was able 
to quote speeches from the Speaker of 
the U.S. House of Representatives to the 
effect that the U.S. was preparing to an- 
nex Canada, and that he hoped “to see 
the day when the American flag will 
float over every square foot of the Brit- 
ish North American possessions”. Some 
obscure representative from New York 
actually introduced a resolution in Con- 
gress requesting the President to open 
negotiations with Great Britain for the 
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annexation of Canada. Speeches here 
were made to the effect that our country 
had been welded into a nation by rail 
and tariff, with railway traffic running 
east and west, not north and south. 
“Orators represented the Reciprocity 
Agreement as a blow at the British con- 
nection and the entering wedge for an- 
nexation. They denounced ‘the treason 
that barters our birthright for the gold 
of the Kings of the South’ and argued 
that it was the duty of all good Canadians 
to conserve the natural products of their 
country and not to export them to an 
avaricious rival.” (p. 268 zbid) 


These excerpts from our history indi- 
cate that Canadian trade relationships 
with other countries, and in particular 
with the U.S.A., were also the subject of 
sharp controversy in an era of earlier 
Canadian development. 


Multilateral Trade Essential 


For a country dependent on foreign 
trade to prosper, it is not essential that 
she transact the bulk of her trade with 
the closest country at hand. Britain and 
Belgium are examples of small countries 
very much dependent on foreign trade 
who achieved economic prosperity by de- 
veloping extensive trade relations with 
all parts of the world. 


Michael A. Heilperin, author of “The 
Trade of Nations” (Alfred A. Knopf, 
New York, 1947) defines “‘the theory of 
foreign commerce in its simplest aspect” 
as follows:— 

In a free-market economy exports and 
imports originate spontaneously in the 
operation of many markets and in indepen- 
dent decisions of thousands and millions 
of individuals. There is no sharp di- 


viding line between foreign and domestic 
commerce (even though tariffs and other 
regulations make trade across boundary 
lines more difficult than trade conducted 
within the national boundaries). All 
trade reflects division of labour, speciali- 
zation, and the fact that people work 


mostly not to supply their own needs di- 

rectly, but to sell their output in a mar- 

ket — domestic or foreign, as the case may 

be. (p. 14) 

On p. 13 of the same text he states: 
“The foreign market is merely an exten- 
sion of the domestic market.” 


If one accepts these postulates, there 
is no reason why Canada cannot look 
overseas fundamentally for her foreign 
trade, because the basis already exists for 
our “specialization and division of la- 
bour” to run parallel with and not be 
subordinate to that of the United States, 
and the logic of commerce calls for the 
acceptance of markets wherever they may 
be. 

The United States and countries co- 
operating with her, including Canada, 
have for the past six years written off 
Russia, China, and other countries in this 
bloc as a market, although there are al- 
most one billion people living in this 
area of the world. Is this policy to re- 
main in effect for another six years? Ap- 
parently not, judging from very recent 
developments as reported from New 
York in the Toronto Daily Star of No- 
vember 16: — 

A scramble for trade with the Com- 
munist nations already is on in Western 
Europe, and conceivably could extend to 
the U.S. whose manufacturers would be 
reluctant to lose a potentially rich market 
by default .. . many businessmen regard 
Russia and her satellites and Red China 
as the new frontier in today’s highly 
competitive world market. 

Pointing up this feeling have been 
three recent events: the British board of 
trade’s lifting of the ban of sale of pas- 
senger cars to Red China; Russia has or- 
dered 100,000 tons of steel pilings and 
heavy sheets from France, deliveries al- 
ready are under way; the controversy that 
developed between the U.S. commerce 
and state departments when a Chrysler 
Corporation official said there was a 
“good possibility” that U.S. cars may be 
sold to Red China in the foreseeable fu- 
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ture. The state department said there 
was no plan to relax the embargo on 
trade with the Reds. 


And Susan Strange from London in 
the Toronto Globe and Mail, December 
1, 1953, writes:— 

Changes in economic policy behind the 

Iron Curtain are likely to encourage a 

qualified revival in East-West trade in 

Europe, according to the United Nations 

Economic Commission for Europe. 


Moreover, competition among West 
European exporters in overseas markets — 
British and German in Latin America and 
the Middle East, for example — may 
make trade with Eastern Europe more at- 
tractive, not merely as a source of dollar- 


savings imports but as a potentially ex- 
panding export market. 


1954 a Year for Bold Decisions 


As in 1947, Canada today is facing 
some crucial decisions with regard to her 
foreign trade pattern. Based on our re- 
cent experiences, it is apparent that new 
fundamental policies are in order. Our 
present pattern is one in which two- 
thirds of our foreign trade is transacted 
with one country whose reliability as a 
stable market is far from assured. The 
year 1954 promises to be a year for bold 
decision, requiring all of us to reorientate 
our thinking in accordance with the eco- 
nomic realities of the age. 


1954 ANNUAL MEETING OF THE 
CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 


Members of the Canadian Institute of Chartered Accountants are requested to bear 
in mind that the 1954 annual meeting of the Canadian Institute will be held in Winnipeg 
during the four days August 23 to August 26. Headquarters will be the Fort Garry Hotel. 
This year’s annual meeting will witness a considerable expansion in technical sessions and 
discussion, which, it is believed, will be welcome to members. 


vention will be published in the April number. 


Further details of the con- 











Too Old at 402 





By D. N. Harrison, C.A., A.S.A.A. 


Life expectancy has risen 21 years in a half-century, 
which means something must be done for older employees 





_ present century has witnessed 

many catastrophic changes in the 
world. The amazing developments of 
physical science and the effects of two 
world wars are clearly apparent. Yet 
there is one change which has been 
scarcely perceived although its repercus- 
sions must become of outstanding im- 
portance to all of us. 

I refer to the expectation of human 
life. In 1901 the expectation of life 
of a male child was 46 years. To-day 
that expectation is 67 years. The cor- 
responding figures for females are 50 
and 72 years. 

A short time ago the British Govern- 
ment published the first report of the 
National Advisory Committee on the 
Employment of Older Men and Women. 
In this report it is pointed out that in 
1911 only one man in fifteen was aged 
65 and over. In 1951 the proportion 
had risen to two in 15. By 1977 it is 
estimated it will have become three in 
15. 

This great increase in the expectation 
of life has been accompanied by a much 
lower birth rate. Consequently, while 
the proportion of elderly people is ris- 
ing, that of the more active group — 20 
to 40 years — is falling. 


Nevertheless, owing to the fixation of 
a retiring age and various pension 
schemes, many corporations and firms 
are compelled to dispense with the ser- 
vices of men who are still enjoying 
first class physical and mental health. 
It is paradoxical and foolish that these 
men should be forced into idleness and 
comparative poverty whilst still capable 
of valuable work. 


During World War II I was manag- 
ing director of a substantial public com- 
pany in the Eastern Counties of Eng- 
land. Because of an acute shortage of 
labour it became necessary to engage 
manual and office workers who were 
more than 50 years old. Without ex- 
ception they all did their work well. One 
“retired” man of 65 went into the of- 
fice and proved to be the best clerk I 
had ever had. Also, there was less ab- 
sence through sickness among the older 
employees than with the younger ones. 


Prevalent Prejudices 


Nevertheless, how rarely does one see 
vacancies for the over-forties! A few 
months ago the City of Vancouver ad- 
vertised for a storeman and indicated 
that applications of older men would be 
considered. There were over 500 ap- 
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Mr Donald N. Harrison, C.A., 
A.S.A.A. came to New West- 
minster, B.C. in 1953 from Eng- 
land where he had been the man- 
aging director of a public com- 
pany until its amalgamation with 
a large London corporation. By 
his own admission he, too, is 
one of the over-forties. 


plicants, and of this number more than 
300 were men over 40. 


In Britain there are 21 million work- 
ers over 40, and if they were to lose 
their jobs in the next few years they 
would have virtually no chance of get- 
ting new ones. Only 15% of men over 
60 are employed in England, and it is 
estimated that each six workers have to 
maintain out of their wage packets one 
person who is not able to work — or 
not allowed to do so. 


Apart from the loss to a country of 
the valuable work of older and experi- 
enced men, there is also the huge ex- 
pense of premature, and therefore un- 
necessary, pensions. In some cases em- 
ployers are debarred from engaging men 
of 40 and over, because of their prem- 
ium contracts with the insurance com- 
panies. But in many instances there is 
a genuine reluctance on the part of the 
employer because of a mistaken notion 
that an elderly man is not so efficient as 
a young man. 


Actually the problem is a dual one. 
It involves, on the one hand, the feasi- 
bility or otherwise of advancing the re- 
tirement age for those men already em- 
ployed and, on the other hand, the pos- 
sibility of finding work for unemployed 
men of over 40. 


In view of what has been said of the 
increase in the expectation of life, it 
cannot be denied that there is every rea- 
son to extend the retiring age to 70. If 





this is admitted, then surely it would be 
nonsense to exclude those applicants for 
jobs who are over 40, save for very 
heavy manual work. 

The British report claims that the 
older person is at some positive advant- 
age in jobs which require accuracy and 
attention to detail and in which he can 
use judgment founded on experience. 
Moreover, the patience and conscien- 
tiousness of the older worker can be 
an example to the young, and his value 
as a teacher of his craft or profession is 
inestimable. 

Another aspect of the premature re- 
tirement of fit men of 60 or 65 is the 
effect upon their lives. In very many 
cases retirement brings boredom and 
restlessness. Often it gives rise to mel- 
ancholia and hypochondria. It is ex- 
tremely probable that many deaths have 
been precipitated by early retirement. 


Three Suggestions 

What then are the remedies, assum- 
ing it is admitted that older people can 
and ought to remain at work beyond the 
currently accepted ages of retirement? 

In the first place, I think professional 
accountants should, whenever practic- 
able, disabuse their clients’ minds of the 
delusion that vacancies for jobs must be 
restricted to younger applicants, i.e., the 
20 - 40 age group. They can point out 
to employers that many men between 40 
and 60 are fully capable of rendering 
first-rate service. 

Secondly, the various pension schemes 
should be made more elastic. The in- 
surance companies must consider new 
methods of superannuation which will 
not make it difficult for employers to 
engage older men. 

Thirdly, the retiring age should be 
lifted so as to harmonize with the new 
statistics relating to the expectation of 
life. 
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The Formal Principles of 
Public Company Accounting 


By F. Sewell Bray, F.C.A., F.S.A.A. 
Stamp-Martin Professor of Accounting, 
Cambridge University 


“As the speculative reason discusses the theory of things, so 
the operative reason debates the problems of practice; and 
as the principles of thought are inborn in the mind, so also 
are the principles of conduct.” — St. Thomas Aquinas* 





AS YOU WILL JUDGE from the 
title which I have chosen for this 
second research lecture, I propose to 
re-examine the general characteristics of 
public company accounts, and especially 
the make-up of these documents, as 
matters of form. It has been said of 
one of my patrons that he had great 
practice ‘‘in analyzing financial results 
and clarifying the administrative prob- 
lems raised’’,? and if we look for the 
source of these abilities, we find that 
Stamp had clear ideas about the formal 
principles of any subject, accounting or 
otherwise, that he happened to be con- 
sidering. He literally knew the form, 
and if I may be permitted one early di- 
gression, I should like to comment, yet 
again, on the importance of form. Last 
year at Oxford I drew attention to 
Schrédinger’s view of form as a funda- 
mental concept, and I sought to develop 
this in relation to those mental models 
which are constituted by accounts. Per- 
haps I should add that, so far as con- 
cerns the form of accounts shortly to be 


1 Philosophical Texts, selected and translated 
by Thomas Gilby No. 806 (Oxford Uni- 
versity Press, 1951). 


considered, an attempt will be made to 
build from fundamental concepts, so far 
as this is possible, rather than to rely 
upon a structure shaped solely to com- 
ply with those legal sanctions which 
result from a few practical lessons. It 
was Aquinas who likened pure mean- 
ings to forms and who said that “any- 
thing can be examined free from non- 
essential involvements, and therefore the 
forms and meaning of things, though 
committed to a changing reality, can be 
considered as invariable in themselves, 
and ascertainable by scientific defini- 
ma...” 


Two Propositions 

There are two simple propositions 
which essentially inform all planned 
arrangements of aggregate transactions. 
Although derived from national account- 
ing, they are relevant to public company 
accounting because they contain the min- 
imum elements of a pure theory of ac- 
counting. We can never get away from 
them, and therefore they must be re- 





2 Sir Henry Clay on Lord Stamp. 
3 Op. cit. No. 44, p. 17. 


A lecture delivered at the Incorporated Accountants Hall, London, Oct 19, 1953 
149 





150 


stated. Thus, in general terms and in 
a given time period income is devoted 
to consumption expenditure and saving, 
and saving is resolved in capital forma- 
tion. Public companies are not usually 
final consumers, so that we can rule out 
consumption expenditure, and that leaves 
us with income, saving, and capital as 
the minimum elements in public com- 
pany accounting. These minimum ele- 
ments are generally expressed in a set 
of formally related accounts: one, to 
measure period income; two, to reveal 
transfers of income and the measure- 
ment of saving; three, to explain the ap- 
plication of saving; and four, to measure 
capital as a stock.* 


Nature of Transactions 


Let us now consider the nature of 
those transactions which are the subject 
matter of public company accounting. I 
think we must all recognize that real 
resources and their utilization are the 
mainspring of economic activity, but it 
is equally important to remember that 
real resources cannot be acquired and 
put into use without finance. We know 
that the first duty of accounting is the 
plain recording of the incomings and 
outgoings of entities, both real and fin- 
ancial, and that these originating trans- 
actions are the subject of a preliminary 
sorting ‘‘as between those which carry 
significance in relation to a time period 
intentionally set for . . . short review, 
and those which are . . . less immediate 
in the sense of either internal durabil- 
ity conceived by the quality of delayed 
and gradual movement into the flow of 
the current, or exclusion by reason of 
external qualities of independence’, i.e. 
fixed asset and financial claim transac- 
tions. This preliminary sorting of trans- 
actions broadly corresponds to a prim- 


* Cf. “Four Essays in Accounting Theory”, p. 6 
(Oxford University Press, 1953) 
5 Cf. “The Measurement of Profit”, p. 10 
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ary descriptive accounting differentia- 
tion between those items which relate to 
current account and those which relate 
to capital account, those which are des- 
tined to find their place in the income 
or profit and loss account, and those 
which find their place in the balance 
sheet.® 


Accounting an Art 


In my inaugural lecture I said of ac- 
counting that “as brought to maturity 
in the enterprises of the real world it has 
dealt with known transactions, and those 
economic happenings which can be mea- 
sured by imputation from known trans- 
actions”. I went on to say that “it is 
now grappling with expected transac- 
tions and sooner or later it will have to 
face some measurement problems asso- 
ciated with ideas and concepts relevant 
to those misplaced and unrecorded costs 
and benefits which never enter into ex- 
change transactions. I therefore regard 
accounting as one of those arts which 
make for stability and order in the life 
of economic society’”.® Expected trans- 
actions are the intimate concern of man- 
agement accounting, and they will be left 
out of this discussion because our im- 
mediate concern is with the financial ac- 
counts of public companies. 


This short survey suggests that apart 
from the distinction between current and 
capital, the transactions of public com- 
panies can be classified in the following 
manner :— 


i. Real transactions with a monetary 
consummation. 
ii. Financial or credit transactions. 
iii. _Imputed transactions. 
iv. Non- monetary transactions (i.e. 
real transactions without a 
monetary consummation). 


(Oxford University Press, 1949, 2nd Im- 
press. 1953) 
6 An Accounting Progression, para. 8. 





SR CRN en ggg ee ree 





tia- 
> to 
late 
les- 
yme 
Ose 
nce 


rity 
has 
ose 
ea- 
ns- 
as 
ac- 

to 
SO- 
ant 
sts 
eXx- 


ich 
ife 
ns- 
an- 
eft 


ac- 


art 
nd 


ng 





TT ORR nn ggg oe 








The Formal Principles of Public Company Accounting 151 


Real with a monetary consummation 
mainly refers to purchases and sales of 
goods and services, recorded at the times 
of transfers of title, at the monetary val- 
ues then placed upon them, i.e. the 
amounts of money due and assignable in 
respect of goods delivered and services 
rendered to or by a company during a 
given period of account. Financial or 
credit relates to transactions in debt and 
financial assets. Imputed refers to those 
transactions which do not arise from ex- 
changes between entities. Thus, deprecia- 
tion resulting from the use of fixed as- 
sets is an imputed transaction, as is also 
a rent charge for owner-occupied build- 
ings. Non-monetary relates to transac- 
tions in kind, e.g. directors’ benefits re- 
ceived otherwise than in cash. 


Kinds of Transactions 


Modern accounts are epitomizations of 
real, financial, imputed, and non-mone- 
tary transactions. The great majority of 
transact‘ons can all be brought under the 
basic descriptions of real and financial. 
This has important consequences inas- 
much as the distinction between real 
transactions and financial transactions is 
quite fundamental for the reasons I men- 
tioned several times in Four Essays in 
Accounting Theory.’ Professor Ragnar, 
Frisch has impressed upon us “‘the ne- 
cessity of making a thorough distinction 
between flows in real objects and finan- 
cial objects”. In fact he seems to have 
“decided never to accept any system of 
concepts where this distinction is not 
made in a clear cut fashion’.* It is 
true that in making these remarks he was 
specifically referring to work on national 
accounting, its principles and _ logical 
foundation, nevertheless it seems to me 


7 Oxford University Press, 1953, e.g. pp. 9-10 


8 “Discussion on the Relationship between 
Input-Output Analysis and National Ac- 
counting”, by Richard Stone and J. E. G. 
Utting in Input-Output Relations: Pro- 


that they are sufficiently universal to be 
relevant to any kind of accounting. 
Again, it is equally clear that reasonable 
measures of income and capital, and of 
some of the aggregate categories in their 
make-up, are only possible when due 
account is taken of estimates for both 
imputed and non-monetary transactions. 
The former are usually none the less real, 
and plainly the latter are always real. 
The English Companies Act, 1948 has 
something to say on both classes of 
transactions, but in case it should be 
thought that non-monetary transactions 
are unimportant we should bear in mind 
the specific reference to the estimated 
money value of any other benefits re- 
ceived by a director otherwise than in 
cash, in the disclosure requirements re- 
lating to directors’ emoluments (s. 196 
(2)). 

Before leaving this discussion on the 
nature of transactions, I think it is still 
instructive to look once again at a sim- 
ple but fundamental view of real trans- 
actions with a monetary consummation, 
and for this purpose I would like to 
make use of the explanation given by 
Professor Ruggles of Yale. He says, 
“Every transaction necessarily involves 
both a buyer and a seller, and each of 
these must take account of two different 
aspects of the transaction. The buyer 
must record (1) that money (or some 
equivalent) has been given up and (2) 
that additional goods have been received. 
The seller, on the other hand, must re- 
cord (1) that goods have left the firm 
and (2) that payment for them has been 
received. These entries on the part of 
the buyer and seller represent the four 
different aspects of the transaction . . . 
In summary, then, every transaction will 


ceedings of a Conference on Inter-Indus- 
trial Relations held at Driebergen, Holland 
p. 228 (Netherlands Economic Institute, 
1953) — Department of Applied Econo- 
mics, University of Cambridge, Reprint 
Series, No. 70. 
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have four complete aspects. In the first 
place, it will appear in the accounts of 
two different firms or individuals. In 
the second place, in the accounts of each 
of these firms or individuals it will 
appear twice, once to show the goods or 
services exchanged and once to show 
the payment for it. All four of these 
aspects will be equal, and all four must 
be shown if the transaction is to be re- 
corded completely.’”® 


The nature of transactions themselves 
when taken in conjunction with the sim- 
ple propositions enumerated above sug- 
gests that the important aggregate mea- 
sures required from public company ac- 
counting are those of real income, fin- 
ancial income, total income, retaine? in- 
come, capital formation, changes in fin- 
ancial claims, aggregate real worth, net 
aggregate financial claims, and total cap- 
ital. 


Uses of Public Company Accounts 


The next step is to consider the major 
uses of public company accounts. It is 
worth recalling that Mr. George O. May 
has suggested at least ten distinguish- 
able uses which can be recognized for 
financial accounts, but I do not think 
all of them can be directly associated 
with the published accounts of public 


® “An Introduction to National Income and 
Income Analysis”, by Richard Ruggles pp. 
23-24 (McGraw-Hill Book Co. Inc. 1949). 


10 “Financial Accounting” by George O. May, 
p. 3, (New York, The Macmillan Com- 
pany, 1943). 

11 Op. cit. p. 19. 


12 As a partial commentary on this, it is in- 
teresting to notice Keirstead’s view of a 
corporation as seen through the eyes of a 
chief executive. He says, “It is an organi- 
zation, much greater than himself, into 
which he projects himself, but it is a dis- 
tinct entity, not by any means an associa- 
tion of equity shareholders. It has its 
own life, its own greatness, in which the 

entrepreneur participates, and, most im- 
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companies in this country. I shall first 
re-state Mr. May’s list, and then I shall 
abstract from, and add to, it for the 
purposes of this discussion. The ten 
uses given by Mr. May are:— 


As a report of stewardship; 

As a basis for fiscal policy; 

To determine the legality of dividends; 

As a guide to wise dividend action; 

As a basis for the granting of credit; 

As information for prospective invest- 
ors in an enterprise; 

7. As a guide to the value of investments 

already made; 

8. As an aid to Government supervision; 
9. As a basis for price or rate regulation; 

10. As a basis for taxation.!° 


AY RON 


He later remarks, ‘‘Financial statements 
are usually intended to be acted upon, 
and once issued they may be put to any 
one of many uses by those into whose 
hands they come. They are significant 
even more on account of the inferences 
that are likely to be drawn from them 
on account of their character as state- 
ments of fact or opinion.”""! I think we 
readily accept these comments and re- 
cognize the accounting responsibilities 
which they imply. 

Financial writers are never tired of 
telling us that public company accounts 
are published for shareholders.12 As a 


portant, it has its own interest to be 
served. The entrepreneur may say, and 
believe, when he speaks at the company 
meeting, and is reported in The Times, 
that the interests of the company are the 
interests of the shareholders, but his or- 
dinary thoughts do not run along these 
lines. Most of the time the company 
which he serves has its own interest to 
which he dedicates himself. (The share- 
holders will benefit if the company is 
successful, but their benefit is, so to speak, 
incidental).” Amn Essay in the Theory of 
Profits and Income Distribution by B. S. 
Keirstead, pp. 57-58 (Oxford, Basil Black- 
well, 1953). This, no doubt, partly ex- 
plains the pressure on, and development 
of, management accounting. 
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consequence, therefore, items one, three, 
four, six, and seven must take precedence 
in Mr. May’s list. We should notice 
that three and four are materially con- 
cerned with income distribution, and this 
at once suggests the importance of a total 
income measure. Sometimes it seems 
that too little attention is paid to the 
significance of a total capital measure, 
and certainly far more consideration 
might be given to capital changes than 
would seem to be the case at present. I 
shall have more to say on these ques- 
tions later, but perhaps I may add the 
comment here that I do not very readily 
subscribe to the view that balance sheets 
are little more than the links between 
successive income statements. 

Published company accounts do influ- 
ence the granting of credit, but items 
two, eight, nine, and ten in Mr. May’s 
list usually require more detailed state- 
ments than those customarily presented 
to shareholders in this country. There is 
one further use which has not been 
touched upon. I refer to the importance 
of published company accounts as source 
material for statistical and factual inves- 
tigations in the field of applied econo- 
mics, especially those which study the 
problems of business finance, taxation, 
and the like. I believe that this utiliza- 
tion of published accounts is becoming 
more and more important, both for com- 
panies themselves and for the economic 
well-being of the nation as a whole. 


Presentation of Published Accounts 


The uses to which published accounts 
are put should have a bearing on their 
formal presentation. 

In order to be useful published com- 
pany accounts must be logical and clear. 
Good accounts are simple as well as 
“true and fair”. 


There are three serviceable ideas as- 
sociated with the description of econ- 
omic activity, which are relevant to ac- 
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counting: the first, that of continuous 
flows of goods and services and of fin- 
ancial incomings and outgoings through 
time; the second, that of changes in 
stocks of possessions and financial claims 
over time; the third, that of stocks 
of possessions and financial claims at 
a moment of time. In general terms 
we may say that income is a flow and 
that capital is a stock. Accordingly, a 
profit and loss account is a flow account 
and a balance sheet is a stock account. 
A capital change account or a source 
and use of funds statement is a semi- 
flow account reconciled with stock 
changes. 

The economic process is continuous 
through time, and therefore accounting 
theory prefers to think of an operating 
entity as continuous through time. Flow 
transactions can be given time dimen- 
sions which we call accounting periods, 
and in any survey of economic transac- 
tions time is clearly one of the funda- 
mental variables. The importance of 
time has always been understood in the 
physical sciences, and as matter to inform 
our own subject, I give two quotations, 
One—"“'Since the essence of any physi 
cal problem is the observing and ac- 
counting for Nature’s changes, of which 
any static condition is a limit rarely 
reached, time is the fundamental var- 
iable for the physical sciences.”?* Two— 
“Time implies . . . just the order in 
which we perceive events inevitably, as 
first recognized by Leibniz. Experience, 
quantitative and qualitative, is always of 
such a sequence.”’** 

It is easy to see that an operatihg 
account covers a phase in a step-by-step: 
analysis of the economic working of an: 
entity. Inputs and outputs are flows: 
which are going on more or less contin- 


18“Time and Universe for the Scientific 
Conscience”, by Martin Johnson, pp. 2-3 
(Cambridge University Press, 1952). 

14 Ibid, p. 3. 
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uously, but an account presentation of 
activity engaged in for the use of share- 
holders is necessarily a static analysis 
after the events, and for stewardship 
reasons the time period adopted is rela- 
tively long term. We have to be un- 
zeal and assume that activity is, annually, 
momentarily discontinuous. This is a 
reasonable way of looking at things 
when our main concern is with mea- 
sures of disposable income, but it is 
quite inadequate for managing a com- 
pany. Entrepreneurs must have infor- 
mation on what is really happening to 
the rates of flows of inputs and outputs, 
and the causes of changes, in order that 
their enterprises can be kept adaptable 
to changes. For this purpose the points 
of assumed discontinuity implicit in the 
time intervals of accounting periods 
must be brought as near to continuity 
as reason can contrive. Time differences 
have to be shortened; otherwise, sharp 
unpredictable variations in flows will 
not be recognized and dealt with. 


Short Period Operating Accounts 


Short period operating accounts are 
not necessary for publication to share- 
holders, but they are quite essential for 
those who conduct the company’s bus- 
iness, for it is only through knowledge 
of the rate of changes in input and out- 
put flows that opinions on expectations 
can be formed. Changing flows of this 
order are not immediately visible in pub- 
lished annual accounts, and shareholders 
should never read more into them than 
they imply, e.g. without other evidence 
it should not be readily assumed that 
one year is necessarily a guide to an- 
other. 


The profit and loss account of oper- 
ating activity is a statement of aggregate 
flow transactions, and the time interval 
for which it is prepared governs its in- 
terpretation. 

I pass now to some formal consider- 
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ations affecting published company pro- 
fit and loss accounts, and I begin with 
the legal constraints. I think it is in- 
structive to re-examine the provisions of 
the Companies Act, 1948, more espe- 
cially as I want to work them into a set 
of principles. The first point to notice 
is that in the main the Companies Act, 
1948 concentrates upon disclosure pro- 
visions; it only deals with form and 
measurement in a very indirect kind of 
way. Thus, “Every profit and loss ac- 
count of a company shall give a true 
and fair view of the profit or loss of the 
company for the financial year” (s. 149 
(1)). The expression “true and fair” 
has a note of tautology about it, but no 
doubt its meaning is clear for everyday 
understanding. Leaving on one side 
the explanatory matters required to be 
stated by way of a note to the profit and 
loss account, and those special issues 
which affect a consolidated profit and 
loss account, the statutory disclosure re- 
quirements may be shortly summarized 
as the following items: 


Items of Disclosure 


(a) Provision for depreciation, renewals 
or diminution in value of assets. 

(b) Interest on debentures and other 
fixed loans. 

(c) Income tax and other taxation on 

profits. 

Provisions for redemption of share 

capital and for redemptions of 

loans. 

(e) Material transfers to, or withdraw- 

als from, reserves. 

Material transfers to, or withdraw- 

als from, provisions. 

(g) Income from investments, distin- 
guishing between trade and other 
investments. 

(h) Dividends paid and proposed. 

(i) Directors’ emoluments. 

(j) Directors’ pensions. 

(k) Compensation to directors for loss 
of office. 

(1) Auditors’ remuneration (if not fixed 


(d 


— 


(f 


~— 
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by the company in general meet- 
ing).15 
I think it is clear that many of these 
items are unlike in character, and the 
first task is to set them within classifica- 
tions appropriate to the nature of the 
transactions they represent, and accord- 
ing to those concepts which order the 
principles of accounting design. ‘The 
amount charged to revenue by way of 
provision for depreciation, renewals or 
diminution in value of fixed assets” is 
ordinarily an imputed transaction before 
artiving at operating profit. I am al- 
ways a little puzzled at this disclosure, 
and I sometimes doubt whether it is par- 
ticularly informative as the bare state- 
ment of an amount divorced from a full 
account of operating activity, more espe- 
cially since if not otherwise shown, a 
note on the profit and loss account is 
wanted in the following circumstances, 
and to the effect that — “If depreciation 
or replacement of fixed assets is provided 
for by some method other than a depre- 
ciation charge or provision for renewals, 
or is not provided for, the method by 
which it is provided for or the fact that 
it is not provided for, as the case may 
be”.1° Maybe there is some merit in 
knowing the magnitude of an imputed 
charge, about which there is bound to be 
some uncertainty, in relation to a more 
certain gross measure of profit. But if 
this is so, the latter figure should be 
plainly asked for, which at present it is 
not, and taking all in all, it is surely the 
net measure which is really significant, 
i.e. the operating profit. 


Basis of Charge for Depreciation 


Although I do not propose to go into 
measurement problems here, there are a 
few enlightened companies who provide 


15 Eighth Schedule: 12 and 13, and Com- 
panies Act, 1948, s. 196. See also the 
following detailed references: ‘Company 
Accounts under the Companies Act, 1948”, 
pp. 12-18 (Gee and Co. (Publishers) 





155 


for depreciation on the basis of the re- 
placement values of fixed assets in use 
at the terminal date of accounts. As a 
consequence, there can be little question 
that the users of published company ac- 
counts should be told whether the charge 
made for depreciation before arriving at 
operating profit is an allocation of his- 
torical costs, or whether it is based on 
replacement values, and in the latter case 
there is obvious merit in disclosing the 
price change element. 


This seems the place to make a brief 
mention of the relevance of some recent 
ideas on the financial effects of provi- 
sions for depreciation, especially when 
based on replacement values. Expand- 
ing enterprises tend to accumulate ex- 
panding depreciation funds because of 
natural delays, or time lags, in actual 
replacements. As is well known to bank- 
ers and others, such funds are factors in 
promoting financial independence, and 
because of this, voices are raised in fav- 
our of discounted provisions. I think it 
is well to be clear on this. An imputed 
charge for depreciation pure and simple, 
even though it is based on current asset 
values at the terminal date of accounts, 
is nothing more than a conjoined mea- 
sure of user cost and deterioration 
through time. As such it immediately 
replaces original capital resources in 
some other form; a form which may well 
be temporarily financial in character. 
Nevertheless, it is still a part of the 
original resources, and apart from the 
necessities of an expanding working 
capital, it should be kept invested in 
revenue earning assets, whether real or 
financial (preferably real when money 
values are falling). Hence, the uti- 


Ltd., 1950); “The Measurement of Profit”, 
pp. 44-45 (Oxford University Press, Ist 
Ed., 1949, 2nd Impress., 1953); “Four 
Essays in Accounting Theory’, pp. 28-29 
(Oxford University Press, 1953). 

16 Eighth Schedule 14. 
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lization of depreciation funds is mere- 
fy a means of keeping original capital 
resources invested, and the revenue 
earned from the utilization of those 
funds is, at all times, part of the total 
income of the enterprise. It is mot a 
prospect to be taken into account in 
assessing periodical so called ex-ante 
fixed asset replacement provisions. 


Whilst we are on this subject of de- 
preciation funds, I think we should just 
notice some balance sheet requirements 
of the Companies Act, 1948: 


The method of arriving at the amount of 
any fixed asset shall . . . be to take the 
differences between — 


(a) its cost or, if it stands in the com- 
pany’s books at a valuation, the 
amount of the valuation; and 

the aggregate amount provided or 
written off since the date of acquis- 
ition or valuation, as the case may 
be, for depreciation or diminution 
in value; 


And again, 
For the assets under each heading .. . 
there shall be shown — 


(b 


~- 


{a) the aggregate of the amounts re- 
ferred to in paragraph (a) — 
(above) ... and 

(b) the aggregate of the amounts re- 
ferred to in paragraph (b) — 
(above).17 

This means that accumulated deprecia- 
tion provisions are separately disclosed 
for classified fixed assets. I have often 
wondered what this particular disclosure 
had to tell recipients of published com- 
pany accounts, but presumably it is meant 
as a measure of that part of currently 
operating assets which has been used up. 
It may be questioned how far the disclo- 
sure of such an aggregate for the assets 
under each heading is useful for a pro- 
per understanding of its adequacy, since 
in fact we know nothing about the age 
composition of the assets. 


17 Fighth Schedule (5). 








The Canadian Chartered Accountant, March, 1954 


Provisions for Obsolescence 


In the profit and loss disclosure re- 
quirement which we have been mainly 
examining in the last few paragraphs, 
there is a reference to the “diminution 
in value of fixed assets”, and the ques- 
tion immediately presents itself; diminu- 
tion in value, from what cause? Pre- 
sumably the statutory reference is related 
to obsolescence, but since it is our con- 
cern to classify the nature of the imput- 
ed charge, we ought to ask ourselves 
whether obsolescence is wholly a charge 
before arriving at operating profit, or 
whether it has some of the characteristics 
of a capital loss. No doubt it is exped- 
ient to treat a “provision for deprecia- 
tion, renewals, or diminution in value of 
fixed assets” as an amount to be charged 
to revenue, thereby bringing an aggregate 
within the disclosure requirement of the 
statute, but in so far as there is any ele- 
ment of capital loss, it should be assign- 
ed, theoretically, to a capital change ac- 
count. Perhaps we should look at this 
question a little more deeply. 


The features of a capital loss, associ- 
ated with a fixed asset, may be thought 
of in the following terms:— 

(a) Realization: The loss should be 
realized, or if unrealized in the 
sense that there has been no ex- 
change transaction, the fixed asset 
source of the loss should be with- 
out value, and incapable of further 
use. 

Irregularity: The loss should be 
unforeseen and unexpected, uncer- 
tain and fortuitous, and therefore 
unallowed for. 


It is sometimes said that obsolescence 
is always unforeseeable, but experience 
does not entirely support this view. 
Technological development in a quickly 
changing industry is to some extent ex- 
pected, and in so far as this expectation 
can be imputed in accounting provisions, 
the resulting charges are properly treat- 


(b) 
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ed as revenue inputs. In theory, at 
least, an unexpected loss due, for ex- 
ample, to sudden technological change 
should be treated as a capital loss and 
disclosed in a capital change account. 
We shall have more to say about this 
account later. In the meantime, how- 
ever, we should remark that the line of 
demarcation is not always apparent. 
Sometimes it is blurred and grey, in 
which case practice and common sense 
would have the charge against income. 


The next disclosure requirement af- 
fecting the profit and loss account need 
not detain us for long. I refer to the 
fact that there shall be shown “the 
amount of the interest on the company’s 
debentures and other fixed loans”. This 
is plainly to be classified as a financial 
outgoing before deriving the total in- 
come of the company. 


Taxation Disclosures 


We pass on to the separate disclosure 
of “the amount of the charge for United 
Kingdom income tax and other United 
Kingdom taxation on profits, including, 
where practicable, as United Kingdom 
income tax any taxation imposed else- 
where to the extent of the relief, if any, 
from United Kingdom income tax and 
distinguishing where practicable between 
income tax and other taxation”. The 
basis on which the charge for United 
Kingdom income tax is computed is also 
required to be stated by way of a note 
to the profit and loss account, if not oth- 
erwise shown. ‘These taxation disclo- 
sures fall within the category of income 
transfers, because in the aggregate they 
represent a part of the company’s income 
over which it has no outlay decision. In 
effect, this part of its income is sooner 
or later transferred to the central gov- 
ernment by way of the Inland Revenue 
machinery for assessment and collection. 
Companies are comparatively easy to 
deal with when it comes to the assess- 





157 


ment and collection of taxes, and so 
we find them subject to two taxes, an 
income tax and a profits tax. It is right 
that they should be noted separately be- 
cause the basis of assessment is not the 
same in both cases. 


There is also the added complication 
of a distribution tax within the profits 
tax. A recent correspondent in Account- 
ancy suggested that the distribution pro- 
fits tax applicable to both preference and 
ordinary dividends should be shown as 
inset additions to the respective net 
amounts of those dividends. Whilst I 
agreed with what he said, I did not like 
the confusion in formal principles which 
resulted. Taxation and dividends are 
both transfers of income, but they are 
very different in character. The amount 
of a dividend is within a company’s de- 
cisions, whereas the greater part of the 
amount of taxation is not. Therefore, I 
prefer to see an aggregate for all taxa- 
tion disclosed as a separate transfer of 
income in a company’s published profit 
and loss account, although this need not 
hinder any detailed showing of its make- 


up. 


Redemption of 
Share Capital and Loans 


The next item in our list of legal 
constraints which concern the profit and 
loss account requires the statement of 
“the amounts respectively provided for 
redemption of share capital and for re- 
demption of loans”. In our student days 
these entries seemed to have puzzling 
traits, but they are really only appropri- 
ations out of income to reserve funds. 
Nevertheless, it is important to notice 
that whereas in the course of events an 
amount provided for redemption of share 
capital will ordinarily acquire the status 
of a capital reserve, an amount provided 
for redemption of loans is not necessar- 
ily in the same class; it could very well 
be a revenue reserve. Neverthelsss, both 
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amounts should be included in those 
accounts which show the sources, ear- 
markings, and utilization of funds, i.e. 
the transfers to and from retained in- 
come, and the capital changes. The 
separate showing of “the amount, if 
material, set aside or proposed to be set 
aside to, or withdrawn from, reserves” 
falls into place in much the same way. 
Such an amount is either a transfer from 
or to retained income. 


Other Items 

And now we come to items of diffi- 
culty. How should we classify “the 
amount, if material, set aside to pro- 
visions other than provisions for depre- 
ciation, renewals or diminution in value 
of assets or, as the case may be, the 
amount, if material, withdrawn from 
such provisions and not applied for the 
purposes thereof’? One of the trou- 
bles with a provision is that it is sup- 
posed to be incapable of determination 
with substantial accuracy, and cannot, 
therefore be treated as a straighforward 
accrual. Nevertheless, if it is associated 
with operating activity in the shape of 
some sort of liability attaching to goods 
and services, however inaccurately deter- 
mined, it must have the character of an 
outgoing to be charged before the ascer- 
tainment of operating profit. An amount 
withdrawn from provisions because it is 
no longer required seems to have much 
the same status as any adjustment to the 
profit measures of prior years. I am, 
therefore, tempted to regard a withdraw- 
al from provisions on much the same 
basis as a withdrawal from reserves, by 
treating it as a transfer to the retained 
income of the period within the state- 
ment of sources, earmarkings, and util- 
ization of funds. 

The item — income from investments 
— is a financial incoming to be gen- 
erally dealt with as financial rather than 
operating income, although we should 
notice the obvious relevance of the re- 
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quirement to distinguish between trade 
and other investments. Dividends paid 
and proposed, as we have seen, are in 
the category of income transfers and 
should be treated as such. 


The four remaining profit and loss 
disclosure items, namely, those which re- 
late to directors’ emoluments, directors’ 
pensions, compensation to directors for 
loss of office, and auditors’ remuneration, 
do not call for extensive classification 
comments. Directors’ emoluments, dir- 
ectors’ pensions, and the relatively minor 
item of auditors’ remuneration (if not 
fixed by the company in general meet- 
ing), have the characteristics of charges 
to revenue before the ascertainment of 
operating profit. Presumably the dis- 
closure emphasis on outgoings to direc- 
tors is politic, but I sometimes wonder if 
the statement of these aggregates in rela- 
tion to some indeterminate figure of pro- 
fit is not out of proportion. I should 
much prefer to see them dealt with as 
part of the more significant aggregate 
for administration and management ex- 
penses, or with rather more justification, 
the total input allocations for labour and 
capital: Although most companies may 
prefer to regard compensation paid to 
directors for loss of office as a current 
operating charge to revenue, it does have 
the nature of an exceptional or non- 
recurrent transaction, and as such should 
be stated after the normal measure of op- 
erating profit, but before the measure- 
ment of total income, along with trans- 
actions of a sort not usually undertaken 
by the company. 

Readers of Accounting Research may 
remember that about a year or so ago, I 
gave a simple analysis of formal account- 
ing on the following lines:'® 


18Cf. The account for operating activity in 
Four Essays in Accounting Theory, p. 41. 
19 “Design for the Accounts of Society”, Ac- 
counting Research, Vol. 3, No. 1, pp. 18- 
19. 
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I. CURRENT 


(a) Operating activity Real 

(b) Income Real 

Financial items 
Transfers 
Disposable income 
(c) Outlay Disposable income 
Consumption* 
Saving 


I it i+ 


+ Il 


* This item is not relevant in public company accounting. 


II. SOURCE AND USE OF FUNDS (CAPITAL CHANGES) 


(a) Saving and internal operating provisions 
(b) Real asset formation 
(c) Valuation changes 
(d) Financial incomings and outgoings, and changes in monetary claims 
(The ultimate resolution of the accounting identity — 
Saving = Investment) 


Ill, CAPITAL 


Real Wealth and Net Monetary Claims 


It seems to me that this arrangement of accounts, set to this framework, 
establishes a basic framework for the which I should regard as the most de- 
ideas we have been discussing in this sirable statement of the permissible 
lecture. minimum. 

Accordingly, I set out below a plan 


PROFIT AND LOSS ACCOUNT 


I. Provision for Depreciation, renewals I. Profit before disclosed charges ........ x 
or diminution in value of fixed 
assets, indicating where relevant— 
ds MODUE  MEOUMEINY | 5is5is ive ciciaxsts x 
ii. Price change adjustment ....x x 
II. Provisions to meet liabilities for 
BOOMS ANA SEFVICES ......00..sseeseecss x 
III. Directors’ emoluments occccccccccccees x 
IV. Directors’ or past directors’ pensions x 
V. Auditors’ remuneration—if not fixed 
by the company in general meeting 


UE IOWMIE DIORD sissicissccsiessvessversvtscress 


ll | 
lw | 
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A 
Il. 


Ill. 


II. 


Ill. 


Il. 


III. 
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PROFIT AND LOSS ACCOUNT (Continued) 


Compensation to directors for loss 


WO MINI Beco ss Sie becpecplnen suncbassneis 
Transactions of a sort not usually 
MNRUIOEND Sos censacsosssesscacoseacshivaavieee 
Interest on the company’s deben- 


tures and other fixed loans (be- 
BORE ROGERS RK) Ssccinccnsccesesacseesss 


Income 


United Kingdom income tax and 


other United Kingdom taxation 
on profits (detailed) — 

GMMR RUNES 55 coecssscctcicise cause x 
Bs Deherved ‘basis «...::.....550500.... x 


Dividends paid and proposed (be- 
Pe RN I) nc nscnssncvacedeci eases 


Income transfers ....ccccccccccccseseeeees 


Retained 


PE encircle crscnies 


lw low me Tm 


I. 


II. 


Operating profit .........ccc00 


Transactions of a sort not usually 


RNR si ccacsbeeerssiexs 


Income from investments 


(before 


income tax and suitably analyzed) x 


SOURCES, EARMARKINGS AND UTILIZATION OF FUNDS 


Adjustments to past income 


SPRING cane aaa x 
Adjustments to past taxation 
REI sca en lees rh avsves teeth ctateehte x 
Amounts respectively provided for 
redemption of share capital and 
ON ey citay dan cays eben shootveconie x 
Transfers £0 TOSOTVES .oocccccccccccceseee x 


Reported increase in undistributed 


income 


Il. 


Til. 


Retained income ..........00.06+ 


Adjustments to past income mea- 
sures, e.g. withdrawals from pro- 


RIND ccs cccawicscicscdstomcaassiees 


Withdrawals from reserves 


lw | 


lw | 





tw | 


| 


ll» 
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SOURCES, EARMARKINGS AND UTILIZATION OF FUNDS (Continued) 


I. Net expenditure on — I. Reported increase in undistrib- 
i. Tangible fixed assets x Glee GE 35552200585 io x 
ii. Intangible fixed assets .... x x 
Il. Increase (or decrease .x.) in Il. Earmarked income (redemp- 
deferred expenditure .......... x tions and reserves) ............ = x 
Ill. Increase (or decrease .x.) in Ill. Provision for depreciation — ia 
total inventories .................. i i. Cost allocation ........ Sxsusees < 
ies ii. Price change adjust- 
TENORS chee hos: x x 
IV. Increase (or decrease .x.) in IV. Inventory price change adjust- 
security investments ............ x SUPAG EM seccitseteictindeats == 
V. Long-term lending (new - pos- V. Capital (new - positive, repaid 
itive, repaid - negative) ...... x © SUEDE) sisi lccctinss es cccess x 
VI. Capital losses (e.g. unforeseen VI. Long-term borrowing (new - 
GUAGIESCOROE ) -si.cidciccessccsenecenss xx positive, repaid - negative) x 
VII. Changes in current asset claims WEL. GOBIME BONS occ cssnscssceiteccseessecs xx 
(increases - positive, 
decreases - negative) — 
i. Customers’ credit ............ x 
ii. Unexpired claims ............ = 
VIII. Increase in monetary balances xx VIII. Changes im current liability 
— claims 


(Increases - positive, 
decreases - negative) 


i. Short-term borrowing .... x 
ii. Suppliers’ credit ............ = 
S68; ACCERAIB sics sce nsetctsedszevases x 
iv. Dividend and interest 

GREAT Se ON ae x 
v. Current tax liabilities... = 5 


IX. Decrease in monetary balances 
(Bank, cash and tax reserve 
CETUESERIES)  odieSscviesssnvaccensseee x 


X. Changes in provisions 

(Increases - positive, 

decreases - negative) ........ x 
XI. Changes in deferred liabilitts 

(e.g. Taxation) 

(Increases - positive, 

decreases - negative) ........ x x 

x. Increase positive, or 


x. Negative decrease negative. x 


lw | 


NOTE: In those cases where valuation adjustments have been taken to account, the capital 
adiustment will be credited and the asset adjustment debited, in the immediately preceding 
account. (increases - positive, decreases - negative). 
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Ill. 


IV. 


wi. 
VII. 


Vill. 





I. 


II. 


Authorized capital (detailed) 


Issued capital and capital re- 
Serves — 

i. Issued (detailed) 

ii. Capital redemption re- 

serve fund 

iii. Premium accounts 

iv. Capital reserves .............. x= 


Revenue reserves and retained 
income — 
i. Revenue reserves 
ii. Undistributed income .... 


Price change adjustments — 
i. Depreciation 
ii. Inventories 





Long-term liability claims (with 
a separate disclosure indica- 
tion of those which are se- 
cured) 

Provisions 

Current liability claims (with a 
separate disclosure indication 
of those which are secured) 

i. Short-term borrowing...... x 
ii, Creditors and accrued 
expenses 
iii. Current tax liabilities... x 
iv. Proposed dividends ........ << 





Deferred liabilities 
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BALANCE SHEET 








I. Fixed assets (with a disclosure 
of the basis of valuation) — 

i. Real or physical 
1. Structures 
Minus accumulated 
depreciation 


2. Equipment 
Minus accumulated 
depreciation 

ii. Deferred expenditure bene- 
fiting the activities of fu- 

ture accounting periods 

iii. Standard (normal or base) 
inventories 

iv. Intangible 


II. Long-term asset claims — 

i. Investments (with a sep- 
arate disclosure of trade, 
quoted and unquoted in- 
vestments ) 

ii. Lending (with a separate 
disclosure of loans to 
employees, directors, or 
officers ) 


Ill. Current asset claims — 
i. Excess over standard inven- 

tories (with a disclosure 

of the basis of valuation) 

ii. Debtors and unexpired pay- 

ments 

iii. Monetary balances 


4 


“4 
4 
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Principles of 
Public Company Accounting 
From this plan of accounts for public 
companies, I derive the following for- 
mal principles:— 
The profit and loss account should be 
formulated to reveal— 


-1. The operating profit of the period. 


2. The financial income and transactions 
of a kind not usually undertaken. 

. The total income of the period. 

4. The transfers out of total income. 

5. The retained income of the period. 

Part I of the account for sources, ear- 
markings, and utilization of funds should 
be designed to give a clear indication of — 
1. The appropriation of the retained in- 

come of the period. 

2. Adjustments to past profit and loss 
account measures. 

3. Withdrawals from reserves. 

4. The reported increase in undistributed 
income. 

Part II of the same account should be 
framed to show capital changes, in par- 
ticular— 

1. The saving of the period, deprecia- 
tion and gross asset formation. 

2. Changes in money capital and long 
term claims; capital gains and losses. 

3. The reconciling changes in current 
claims and monetary balances, pro- 
visions and deferred liabilities. 

The balance sheet should be designed 
to show— 

1. i. Money capital and non-distribut- 

able resources. 

ii. Saved income. 

iii. Price change adjustments. 

iv. Capital employed. 

v. Long-term liability claims. 

vi. Provisions. 

vii. Current liability claims. 

viii. Deferred liabilities. 

2. i. Fixed assets: real or physical, 
deferred expenditure, standard 


Ww 
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inventories, and intangible items. 
ii. Long-term asset claims. 
iii. Current asset claims. 


I close with a few comments on these 
formal principles. Those who have read 
my Four Essays in Accounting Theory 
will know that I prefer an openly dis- 
played operating account, but so far the 
Companies Acts have not lent support to 
this view. In effect, the Companies Act, 
1948 calls for an appropriation account 
with some categories that do not belong 
there. 


Part II of the account for sources, ear- 
markings, and utilization of funds is a 
capital change account. The capital 
change account is important for a com- 
pany’s proper understanding of its own 
affairs, e.g. to indicate the financial lim- 
its on real investment or the financial 
implications of changing tax reserves. It 
also serves such factual enquiries as seek 
to provide information for the imple- 
mentation of reasonable fiscal policies. I 
shall continue to press for its perman- 
ent place in public company accounting. 


I have no great reason to criticize the 
balance sheet disclosure requirements of 
the Companies Act, 1948, except to say 
that I do regard the distinction between 
the real and the financial as quite funda- 
mental. I have given my reasons for 
treating standard inventories as fixed as- 
sets in Four Essays in Accounting Theory. 
Therefore, I cannot but regard inventory 
profits and losses as capital changes. 
After all, no accountant would think of 
treating a profit or loss on the re-valua- 
tion of structures or equipment as part 
of operating profit. For the rest, a bal- 
ance sheet should always give a plain 
indication of non-distributable resources 
and of distributable resources. 

One last general comment. Such 
notes as are required should be few, sig- 
nificant, and material, and they should 
never disturb the formal and _ logical 
presentation of the accounts themselves. 
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Letters from Readers 





Vancouver, October 19, 1953 
THE CALEDONIAN VERSION 


Sir: Your editorial comment on the newly 
elected president of the C.I.C.A., with some 
statistical and philosophical observations on the 
prefix “Mac” and “Mc” to surnames, reminds 
me of a remark attributed to the late Will 
Rogers. He is reported to have confessed that 
he could not really understand the line in 
“The Beatitudes” about the meek inheriting 
the earth until he was told that meek was the 
plural of Mac. 

V. R. CLERIHUE, C.A. 


Toronto, December 31, 1953 


TAX PLIGHT OF 
ONTARIO MINING INDUSTRY 


Sir: I have just finished reading the article by 
Mr. Moore in the December issue of The Tax 
Review. 

On the whole, it is a very good article, bur 
there is one point on which the mining indus- 
try in Ontario would disagree. Commencing 
at the bottom of page 169 the statement is 
made — “The tax rental agreements with the 
Provinces have lowered costs of compliance 
and eliminated the worst forms of taxing cor- 
porations.” Because of an oversight at Queen’s 
Park when the Ontario-Dominion tax agree- 
ment was drawn up, the mining industry of 
Ontario was overlooked. In the case of other 
forms of industry, a corporation tax of 7% 
payable to the Province was eliminated and 
5% was added to the federal tax in lieu there- 
of. In the case of mining companies, how- 
ever, the major part of their income is first 
taxed under the Ontario Mining Tax Act, 
where the rate is graduated from 6% to 9%. 

For 1951, the last year in which Ontario 
corporation tax was applicable, the following 
figures apply to our company: 

Ontario corporation tax 


Net income subject to tax $ 472,629 
Tax thereon $ 33,084 


Ontario mining tax 


Taxable profit 5,483,685 
Tax thereon 423,832 
Dominion income tax 
Taxable income (after 
depletion ) 3,345,714 
Tax thereon 1,522,586 


From the foregoing it will be seen that we 
save the Ontario corporation tax amounting 
to $33,084, but continue to pay the Ontario 
mining tax amounting to $423,832 plus the 
Dominion income tax to which 5% will have 
been added in 1952 to compensate the Pro- 
vince for relinquishing its rights. 

Taxes actually paid for 1951 totalled $1,- 
979,502. Dropping the Ontario corporation 
tax, retaining the Ontario mining tax, and in- 
creasing the federal tax by 5%, we arrive at 
a total tax of $2,115,703, showing a net in- 
crease in taxes of $136,200 rather than a sav- 
ing. 

The whole matter has been discussed with 
Queen’s Park but so far with no results. 

G. A. CAVIN, 
Secretary, 


Kerr-Addison Gold Mines Limited 


Toronto, November 7, 1953 
ESPERANTO ACCOUNTING 


Sir: You might be interested to have, as a 
curiosity, a balance sheet of The Universal 
Esperanto Association, which, with the aud- 
itor’s certificate, is written in the international 
auxiliary language, Esperanto. Some forty- 
seven years ago I learned this language which, 
strangely enough, is still making remarkable 
progress throughout the world. It is taught 
in numbers of schools, in some cases as a 
compulsory subject, and is on the syllabus of 
a few universities. 

I recall by the way that when in a bank in 
London in the early nineteen hundreds, I occa- 
sionally cleared cheques drawn in Esperanto 
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on the Internacia Cekbanko, Switzerland. 
These cheques were drawn in spesdekoj (a 
spesdeko was about two shillings) and smes- 
miloj (a spesmilo was one-hundredth of a 
spesdeko), an international currency used 
experimentally by Esperantists and evolved by 
one Hektor Hodler, who founded the Inter- 
nacia Cekbanko. Both the currency and the 
bank disappeared in a few years. 

While Esperanto may not be the answer to 
the language problem, which is becoming 
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ever more pressing with the improvement in 
communications, I have used it in several 
European countries and have found that it 
actually does work. 

Should any of your readers be interested 
in this subject, they may receive some inter- 
esting literature from Mr. G. Alan Connor, 
secretary of The Esperanto Association of 
North America, 114 West 16th Street, New 
York 11, N.Y., U.S.A. 


D. W. M. JENKINS 


BILANCO 
31.12.1951 31.12.1952 
a = +s. p 
Aktivo 
PPROTNG ORIEN 2s cto s cating pe ten sacend seve tarsi toine teas a22) I2) 12 — 
PRONG CIT TR OROOIO® ccccrtectucveccecains tA sab sstensseasiseeiiecneovenes Sa 3S En Gey 
MOPESERRMRCE ON. gecarecays socsn Scot csi kaos iacesciscatoaneseseceeeintsacasssncssestens 80 0 0 x 0 © 
RPEPESUR AEN OE INR IEUNE © oe sso saci does cs eveucadichiceadesvsdenWienseiasescces 2000 O O 2000 O O 
Re ERPINMINRRSE 9 och cy uecss x cae sents easovsasicoeisis cutadheneaaasaacdacissicsoaonsaode i377 ‘ka at 2716 10 8 
EIATO “RAS PRASIIO) ci. 2k oiss eciclss os kaki epacee dees 410 0 0 392 15 0O 
PRROPROVEED «65 WA i aeeie ide a cached ences 485 6 11 468 18 8 
£4784 10 6 £5654 13 5 
Pasivo 
Kreditoroj: 
EWR E RIOR Ras ec8hi chat ries an Feats ok cacat ows, 439 2 3 7 5S 4 
eet NEN «rn eee ns Ans antaukke 1306 14 0O 1418 8 5 
Mee ead) ANN CRURERIRUR IS Soo creo ccd bcaccduscuspesutatovbosseustbeateoeecs 1473 6 11 1447 3 11 
cRNA RENN MC MRI 8205 oie de Rc cate eebhnetsesoecea ce 373 15 4 529 6 6 
PMMA UND, coe e hooped ccs ves gcsdkasnassaseusesseaccsccoeate 90 10 6 90 10 6G 
MMCOL BECMOLICA TORSO: is scscscinoscisndactssesccivsiisnsese a ie 9 1 2 
RID RE PRINCES 8 Sos ciescech catch Rete caelted tet cactus teotecetntans oo 25 0? 6 
Kapitala Konto 
ES eee eee ee ee 1003 19 10 
TOAIOUEON voseatiinksteusile 283: 17 3 
1287 17 1 1003 19 10 1287 17 1 


£4784 10 6 £5654 13 5 


Mi kontrolis la supran Bilancon, datumitan 31an Decembron 1952, kune kun la Spezoj 
por la jaro finiginta 31an Decembron 1952, kaj mi havigis ciujn informojn kaj klarigojn 


kiujn mi postulis. 


Miaopinie la bilanco estas tiel arangita, ke gi guste montras la staton 


de la aferoj de la Asocio, lau mia plej bona informo kaj lau la klarigoj al mi donitaj, tian 
kia gi estas montrita en la kontlibroj de la Asocio. 


3an Januaron, 1953 


(Subskribita) H. MILSOM, F.C.LS., A.T.LI. 


(For translation of the auditor’s report see p. 166) 
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Translation of the Auditor’s Report on Page 165 


I have verified the above balance sheet, dated December 31st, 1952, together with 
the expenditure for the year ended December 31st, 1952, and I have obtained all the 
information and explanations that I have requested. In my opinion the balance sheet is 
so drawn up that it correctly shows the state of the affairs of the Association according 
to the best of my information and the explanations given me and according to what is 
shown in the Association’s books of account. 


(Signed) H. MILSOM, F.C.1.S., A.T.A.A. 
3rd January, 1953 


\tthins AMUN is y Millen 


Va meg 





CONGRATULATIONS ARE IN ORDER 


When Ernest Mainwood lay ill in a Calgary hospital many visitors called on him with 
gifts, but none was more welcome than C.I.C.A. president Walter J. Macdonald who, accom- 
panied by Eric Connelly, president of the Alberta Institute, came carrying an important 
document. 

Mr. Mainwood had written his final C.A. examinations last October and shortly after 
was stricken with polio. By January 9 he was out of quarantine but still unable to walk, and 
sc he could not attend the formal dinner and dance in the Palliser Hotel at which the new 
C.A.’s received their certificates from Mr. Macdonald. Nonetheless, Messrs Macdonald and 
Connelly were determined that he should be admitted at the same time as his classmates. 
At the conclusion of the banquet they went to the hospital and there formally made Ernest 
Mainwood, C.A. a member in good standing of the Institute of Chartered Accountants of 
Alberta. 
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A Recent Book 





Structure of Accounting Theory, by A. 
C. Littleton, Ph.D., C.P.A., published 
by American Accounting Association, 
Urbana, Ill., 1953; pp. 234 and index; 
price $2.00 

This is an analysis of accounting prac- 
tice and theory and of the relationship 
between the two. It was undertaken “in 
the conviction that these matters can be 
made understandable without at the same 
time carrying the reader into the details 
of accounting procedure’’. (p. 232) The 
author closes the monograph: “It seems 
clearly evident that many people who 
have no technical ambitions in this field 
are nevertheless in need of better under- 
standing of the nature and limitations of 
accounting. Perhaps this book may tell 
the story they have wished to read.” 

The accounting profession is certainly 
fortunate to have one so erudite and ar- 
ticulate as Professor Littleton to make 
a study of this kind on its behalf, for 
he is able to point analogies from phil- 
osophy, music, the principles of war, and 
other branches of human thought and 
action which may be of help to the non- 
accountant, though they did not, for the 
most part, assist this reviewer. It is 
doubtful whether the book does in fact 
achieve its professed object, for it is not 
light reading and probably only the stu- 


dious would persevere with it. What, 
for example, is an ordinary mortal to 
make of this passage from a chapter en- 
titled “Elements for a Pattern”: “A 
graphic pattern to help express the ap- 
proach could take the form of a pyramid 
standing on a broad base and sloping 
sharply to a peak which would represent 
the top objective of accounting. The 
broader sections would gradually build 
upward to one focal objective capable of 
broadly justifying all lower objectives 
and their related actions.” ? 

For the accountant, however, who is 
prepared to make the necessary effort of 
concentration the book is amply reward- 
ing as an articulation of what he does 
and how he has come to do it, the na- 
ture and function of accounting prin- 
ciples, and the modification of principles 
in the face of changing circumstances. 

In the final chapter Professor Little- 
ton studies the challenge presented to 
established accounting method by the ris- 
ing prices of the 1940's and 1950's. His 
conclusions in this connection should be 
compulsory reading for light-hearted ad- 
vocates of depreciation computed by the 
use of index numbers. 

R. G. H. SMAILS, F.C.A., 
Queen’s University 


Books Received 


How to Prepare Your Income Tax 
(12th ed.), by Lancelot J. Smith, 
F.C.A.; published by Wm. Collins 
Sons & Co. Canada Ltd., Toronto; pp. 
172 and index; price $1.50 

The 1954 edition of this well known 
handbook incorporates the numerous 
amendments to the Income Tax Act and 
regulations which have been made since 
last year. 


Staples on Back Duty (6th ed.), by 
Ronald Staples and Percy F. Hughes, 
A.S.A.A., F.C.LS.; published by Gee 
& Co. (Pub.) Ltd., London; pp. 156, 
appendices and index; price 22/3 

This new edition of a well known 
British tax classic gives comprehensive 
examples of the working of back duty 
cases and discusses the pertinent sec- 
tions of the Finance Act. 
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Professional Notes 





News from the C.I.C.A. 


CHARTERED ACCOUNTANTS’ 
BUILDING MAKING PROGRESS 


An important milestone in the history 
of the Ontario Institute of Chartered Ac- 
countants will be the opening on May 27 
of its new office building in Toronto. The 
Institute is erecting a handsome home of its 
own distinguished by a lustrous red granite 
entrance way and Queenston limestone fa- 
cade. The two storey building which 
should be ready for occupancy by the end 
of April is on Bloor Street just east of 
Yonge Street and adjacent to the Toronto 
subway station. The Ontario Institute will 
occupy most of the ground floor and there 
is to be a fine lecture hall in the basement. 
The Canadian Institute will occupy rather 
more than half of the second floor. 


COMMITTEE ON ACCOUNTING 
AND AUDITING RESEARCH 


A sub-committee of the Committee on 
Accounting and Auditing Research met on 
December 17, 1953, under the chairman- 
ship of G. G. Richardson, to discuss the 
work to be undertaken throughout the com- 
ing year. Consideration was also given as 
to how the committee should go about ob- 
taining a director of research. 


COMMITTEE ON 
RECRUITMENT AND TRAINING 


The Committee on Recruitment and 
Training, under the chairmanship of T. C. 
Kinnear, met on January 7 to consider and 
study the results of further analysis work in 
connection with the student questionnaire. 


ALBERTA 
Collins & Hames, Chartered Accountants, 
207 Insurance Exchange Bidg., Calgary, an- 


mounce the admission to partnership of Mr 
John E. Collins, C.A. 
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Howard, Munn & Richards, Chartered Ac- 
countants, announce the retirement from the 
firm of Mr H. E. Howard, F.C.A. and the 
admission to partnership of Mr Donald R. 
Yeoman, C.A. Henceforth practice of the 
profession will be conducted under the firm 
name of Munn, Richards, Yeoman & Co., 
Chartered Accountants, with offices in the 
Toronto General Trusts Bldg., Calgary. 


BRITISH COLUMBIA 


R. J. Casson & Co., Chartered Account- 
ants, Vancouver and Victoria, announce the 
admission to partnership of Mr. W. F. G. 
Punter, B.Com., C.A. 

* * * 

Rutherford, Bazett & Co., Chartered Ac- 
countants, announce that Mr Mark W. Smith, 
C.A. has been made resident partner of the 
Penticton branch which will conduct practice 
of the profession under the firm name of 
Rutherford, Bazett, Smith & Co., Chartered 
Accountants, with offices in the Royal Bank 
Bldg., 48 Nanaimo Ave., Penticton. 


B.C. Students Society 


The following officers and council of the 
Institute of Chartered Accountants of British 
Columbia Students’ Society have been elected 
for 1954: president, H. B. Karras; vice-presi- 
dent, D. R. Main; secretary, A. D. Miller; 
treasurer, 1. M. Adam; graduate member, B. 
Fahey, C.A.; council members, D. Carlson, S. 
E. G. Tench, J. A. Coles, W. H. Gracey, and 
H. Beattie. 

The chairman of the Education Committee 
is D. R. Main, and chairman of the Enter- 
tainment Committee is P. C. Barter. 

x x * 

Carter, Reid & Walden, Chartered Ac- 
countants, announce the admission to paft- 
nership of Mr Walter J. Smith, C.A. Practice 
of the profession will be continued under the 
same name at 1014 Howe St., Vancouver. 
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Campbell, Imrie & Shankland, Chartered 
Accountants, 102 Radio Building, Kelowna, 
wish to announce the change of name to 
Campbell, Imrie & Co., Chartered Account- 
ants, and the retirement from the Kelowna 
practice of Mr A. J. Shankland, C.A. 


Messrs E. A. Campbell, C.A. and A. J. 
Shankland, C.A. announce the retirement 
from partnership with them of Mr G. D. 
Imrie, C.A. and the admission to partner- 
ship of Messrs G. T. Jewell, C.A. and J. C. 
Ryan, C.A. Henceforth the practice of their 
profession will be conducted under the firm 
name of Campbell, Shankland & Company, 
Chartered Accountants, with offices at Nelson, 
Cranbrook, and Creston. 

= e . 

Messrs E. A. Campbell, C.A. and A. J. 
Shankland, C.A. announce the retirement 
from partnership with them of Mr G. D. 
Imrie, C.A. and the admission to partnership 
of Mr J. C. Yolland, C.A. in their practice at 
Trail. Henceforth, the practice of their pro- 
fession at Trail will be carried on under the 
firm name of Campbell, Shankland & Yolland, 
Chartered Accountants. 

* * = 

Mr E. A. Campbell, C.A. announces the re- 
tirement from partnership with him of 
Messrs G. D. Imrie, C.A. and A. J. Shankland, 
C.A. and the admission to partnership of Mr 
L. S. Ashley, C.A. at Penticton. Henceforth 
the practice of their profession at Penticton 
will be carried on under the firm name of 
Campbell, Imrie & Company, Chartered Ac- 
countants. 


NOVA SCOTIA 
Nova Scotia Students Association 
Officers elected for 1954 are: president, 
Roy Sewell, C.A.; vice-president, A. R. 
Blackmore; secretary-treasurer, J. A. Small- 
man; members of council, R. G. Timothy, 
P. R. Doig, W. P. Conrad, and J. R. Par- 


ker; senior Institute representative, E. M. 
Davison, C.A.; ex officer, L. W. Lacusta, 
C.A. 

ONTARIO 


A silver rose bowl for intra-rifle com- 


petitions was presented recently to the 
ship’s company of HMCS Ontario by about 
20 members of the Ontario Institute. The 
trophy was given as a gesture of appre- 
ciation for the hospitality shown at last 
year’s annual meeting by officers and men 
of the ship when delegates were treated to 
a cruise. Mr G. F. Dunn, president of the 
B.C. Institute, made the presentation on 
behalf of the Ontario members. 


* * * 


Messrs Murray Grossman, C.A. and Fred 
Karp, C.A. announce the formation of a 
partnership for the practice of their pro- 
fession under the firm name of Grossman, 
Karp & Co., Chartered Accountants, with 
offices at 372A Queen St. W., Toronto. 


« * * 


Mr Esmond John Grier, C.A. announces 
the opening of an office for the practice of 
his profession in the Cartwright Bldg., 2081 
Yonge St., Toronto. 

* s * 


Messts Norman H. Solmon, C.A., Martin 
W. Feldstein, C.A., and Maxwell A. Leroy, 
C.A. announce the formation of a partnership 
under the firm name of Solmon, Feldstein, 
Leroy & Co., Chartered Accountants, at 1512 
Eglinton Ave. W., Toronto. 


QUEBEC 


Mr. Roger Roy, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 105 Commercial St., Levis. 


Mr James D. Ford, C.A. announces the 
opening of an office for the practice of his 
profession in the Imperial Bank Bldg., 4805 
Cumberland St., Montreal. 


. . * 


Mr Omer Pouliot, M.C., C.A. announces 
the amalgamation of his practice with 
that of Riddell, Stead, Graham & Hutchi- 
son, Chartered Accountants. Henceforth 
practice of the profession will be carried on 
under the firm name of Riddell, Svead, Gra- 
ham & Hutchison, Chartered Accountants, 
Royal Bank Bldg., 187 St. Joseph St., Que- 
bec. 





News of Our Members 





Mr C. G. Banghart, C.A. (Ont.), has been 
appointed vice-president and general man- 
ager of The E. B. Eddy Company, Hull. 

= * * 

National Trust Company Limited an- 
nounces the appointment of Mr K. J. Mor- 
rison, O.B.E., F.C.A. to the company’s Cal- 
gary Advisory Board. 


Obituaries 





Percival Probyn 
The Institute of Chartered Accountants of 
the Province of Quebec announces with deep 
regret the death of Percival Probyn in 
Montreal on December 27, 1953, at the age 
of 64. 


Mr Probyn was admitted to membership 
in the Quebec Institute on October 15, 1918, 
having previously been associated with the 
firm of Macintosh & Hyde. In 1916 he en- 
tered the firm of Price, Waterhouse & Com- 
pany and in 1925 became secretary-treasurer 
of Mappin & Webb (Canada) Limited. A 
year later he joined The Sherwin-Williams 
Company of Canada Limited. At the time 
of his retirement in 1953, Mr Probyn was 
manager of the budget department of the 
company. 

The members of the Institute extend their 
sincere sympathy to his bereaved family. 


Thomas Spottiswoode Robson 
The Institute of Chartered Accountants of 
the Province of Quebec announces with deep 
regret the death of Thomas Spottiswoode 
Robson in Cape Breton on December 6, 
1953, in his 65th year. 
Mr Robson was admitted to membership 
in the Quebec Institute on December 27, 
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Mr F. W. McIntosh, C.A. (Man.), has 
been appointed president and managing di- 
rector of Pepsi-Cola Company of Canada, 
Limited. 

o 7 a 

Mr Narcisse R. Lacourciere, C.A. (Ont., 
Que.), has been appointed a member of 
the Ottawa Transportation Commission. 


1923, and joined the Institute of Chartered 
Accountants of Nova Scotia in 1947. 

Mr Robson had been associated with the 
firm of Price, Waterhouse and Company for 
36 years and for a number of years prior to 
his death had been located in Sydney, N.S. 

To his family, the members of the Insti- 
tute extend sincere sympathy. 


Frank R. Walker 


The Institute of Chartered Accountants of 
the Province of Quebec announces with deep 
regret the sudden death of Frank R. Walker 
in Montreal on December 15, 1953. He was 
in his 64th year. 


Mr Walker was born in Liverpool, edu- 
cated in the United Kingdom, and came 
to Montreal in 1914, where he resided un- 
til his death. He joined the Institute of 
Chartered Accountants of Quebec in 1922. 
At the time of his death, Mr Walker was 
a partner of Stevenson, Walker, Knowles & 
Co., Chartered Accountants, having been as- 
sociated with this firm for some 30 years. 

He was a member of the Engineers’ Club 
of Montreal and the Islesmere Golf Club. 


To his widow the members of the Institute 
extend sincere sympathy. 
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Accounting Research 





By Gertrude Mulcahy, B.A., C.A. 
The C.I.C.A. Research Department 


DIRECTORS’ REPORTS 





oe the governing statutes 

of this country require that the 
owners, namely the shareholders, of all 
limited companies be provided with 
specific information relating to the op- 
erations of the business, financial report- 
ing today has advanced far beyond the 
mere fulfilment of this legal obligation. 
Management, aware of the effectiveness 
of the annual report as a medium for 
providing a clear, comprehensive ac- 
count of their trusteeship and of encour- 
aging interest in their business, have 
made radical improvements, not only in 
the information presented in their an- 
nual reports but also in the manner of 
presentation. The financial reports of 
today are, for the most part, a far cry 
from the simple presentation of a bal- 
ance sheet and a statement of operations 
of relatively few years ago. 

In reviewing the 1949, 1950, and 
1951 annual reports of Canadian com- 
panies it is evident that, on the whole, 
the general level of financial reporting 
in this country is improving. However, 
the conscientious efforts of the manage- 
ment of many companies to prepare at- 
tractive and informative reports make 
more obvious the apparent indifference 
or misjudgment of others. 

While the financial statements present, 
on a monetary basis, the net results of 
the management’s efforts and of the 
company’s financial policies, the “‘direc- 
tors’ report’’ sets forth additional infor- 


mation which enables the reader to ob- 
tain a proper understanding of these 
operations and of the future prospects of 
the business. As such it has become an 
integral part of effective financial report- 
ing. Recognizing the importance of the 
quality and content of the directors’ re- 
port, The Financial Post, in making its 
annual report awards, has been giving 
the higher marks to those companies 
which voluntarily give additional infor- 
mation. 


General Content 
of Directors’ Report 


The directors of many companies have 
included (either in their report or in 
supplementary charts, statements, or sche- 
dules) such information as trend in 
sales together with indications as to the 
causes of such changes, source and appli- 
cation of funds during the year, capital 
expenditures together with reasons for 
such expenditures, changes in the com- 
pany’s financial policy, highlights of 
operations over the past few years, high- 
lights of financial position over the past 
few years, explanations of significant 
and unusual items in the financial state- 
ments, prospects of the company, details 
of employee relations, etc. 


The extracts from directors’ reports 
given in examples 1, 2, and 3 show how 
helpful information can be given to the 
shareholders :— 
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Example 1 


Outstanding features of the year’s operations are: 

1. A record in production and volume both in respect of poundage and dollar values. 

This is the third consecutive year that the company has had record production opera- 

tions, reflecting a strong domestic demand for the company’s goods. 

A record in the number of full-time employees; namely, 4,950 as against 4,550 

a year ago. 

3. A marked increase in tempo of the inflationary processes resulting in higher costs 
of raw materials and supplies, higher wage rates and higher selling prices. The price 
of raw cotton advanced 13.25 cents per pound or over 40% during the year, and the 
price of wool tops, as used by the company, $2.75 per pound or 190%. 

Because of these sharp advances in price, your directors recommend that the sum of 
$500,000 be transferred to inventory reserve. The increase in inventory values for 
the year, based on last year’s inventory quantities, amounts to approximately $2,000,- 
000. Thus, had it not been for transfers in previous yeafs to inventory reserve, a 
larger amount this year would have been recommended. 


N 


Your directors expect active mill operations for the coming year but not the same 
margin of profit as resulted this year. That some official steps are being taken to stem 
the tide of inflation is well known. Whether or not they will be effective is uncertain. 
This much is certain, the world is again swinging over to a war economy which in itself 
is inflationary. If the current price structure can be held for the balance of 1951 it will 
be an encouraging sign. 

It will be borne in mind that annual profit and loss statements do not necessarily 
synchronize with the fluctuations which take place in economic, financial, and monetary 
trends, whether arising out of natural conditions of supply and demand or out of arti- 
ficial conditions such as controls at high government level. Also, there is frequently a 
time lag before the effect of such trends is reflected in operating accounts. ‘Thus, one 
year’s statements cannot tell the whole story as to how changes and trends affect 
a company’s fortunes. 


Example 2 





Disposition of Income and Comparison with previous year: 








How each $100.00 of sales was spent 1951 1950 
For merchandise and technical service .. $ 73.40 $ 73.50 
For selling expenses ......... , 5.33 6.63 
For advertising, catalogues, printing, etc. .....................00.0. 1.18 1.29 
For technical education to trade ..... 0.32 0.45 
For parts department — warehousing and production 4.67 5.02 
For administrative, operating and all other general expenses 7.46 6.55 
For employees’ welfare plans 0.49 0.55 
For depreciation on buildings and equipment 0.73 0.90 

Total costs 93.58 94.89 
Income taxes eects 3.28 2.06 
For dividends to shareholders ..... 1.55 1.45 
Reinvested in the business 1.59 1.60 


Disposing of each $100.00 
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Example 3 


Plants and equipment have been well 


maintained, and the policy of modernization 


to obtain more economical production rather than additions to present capacity is reflected 


in the following comparative figures: 


Current assets ..... 
Current liabilities 
Working capital 


Ratio of current assets to current liabilities .... 
Property, plant and equipment, less reserves.... 


Net worth ..... 
Tax requirements . 
* 

In complete contrast, the following 
directors’ report, Example 4, contains 


1949 1950 1951 
$ 2,666,795 $ 3,118,048 $ 3,470,264 
974,278 1,161,478 1,513,580 
a 1,692,517 1,956,570 1,956,684 
2.74 2.68 2.29 
858,702 746,051 1,021,778 
2,640,923 2,740,080 2,978,464 
335,000 348,000 790,000 

* ok 


no information whatsoever not pro- 
vided by the financial statements:— 


Example 4 
DIRECTORS’ REPORT 


December 28, 1951 


Your directors present herewith the balance sheet, profit and loss and earned surplus 
accounts, together with the auditors’ report thereon for the financial year ended September 


30, 1951. 


The operating profit for the year ending September 30, 1951, amounted to $0.76.3 
per share on the outstanding shares of the capital stock of the company, as compared with 


$0.70.2 for the previous year. 


* 


Directors’ Explanation 
of Particular Problems 
Loss Carry Over for Tax Purposes 
In explaining the tax implications of 
current losses from operations, the di- 
rectors of one company commented in 
their report:— 
Income taxes up to and including the 


year 1950 have been determined by the 
Income Tax Department. A portion of 


the 1951 loss has been applied against : 


the 1950 taxable income as provided for 
under the Income Tax Act, and as a result 
an amount of $101,178 is credited in our 
statement of income and expenditure for 
the year 1951 and further earnings over 
the next five years to an amount of $1,- 
097,000 may accrue without impact of 
federal taxation. 


The $1,097,000 which may accrue 


On behalf of the Directors 
L. M. Nope 
Chairman of the Board 
“ * 
without impact of federal taxation can 
be determined as follows:— 


Current deficit before tax 


POONEINE cde etek $ 825,588 
Plus transfer from inventory 

reserve 570,000 

1,395,588 

Less loss carried back to 1950 298,456 

$1,097,132 


Recognition of the 
Changing Value of the Dollar 


In recent years, with the continued 
tise of prices and general inflationary 
trends, there has been considerable dis- 
cussion as to the advisability of reflect- 
ing in the financial statements the value 
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of the fixed assets in terms of current 
dollar values rather than on the basis 
of the original cost. For the most part, 
accountants are reluctant to approve any 
departure from the basis of cost in re- 
cording the results of business transac- 
tions. 

The management of many Canadian 
companies have seen fit to incorporate 
in their accounts the value of the fixed 
assets in terms of current dollar values. 
Reporting on such a procedure the di- 
rectors’ report of one company contained 
the following:— 

In order that the balance sheet may re- 
flect more closely the actual value of the 
company’s investment in plant and equip- 
ment, it has been considered advisable to 
show those assets in the balance sheet on 
the basis of recent appraisals. 

In this case it appears that the change 
has been reflected only in the balance 
sheet and not in the statements as a 
whole. The balance sheet includes, in 
the shareholders’ equity section, an item 
described as “Excess of appraisal values 
over depreciated cost of buildings, ma- 
chinery and equipment $12,073,334”. 
The accumulated depreciation deducted 
from fixed assets is described as “Re- 
serve for depreciation based on apprais- 
als plus subsequent provisions”. Ref- 
erence to the financial statements of the 
previous year shows that the figure for 
buildings, machinery, and equipment has 
increased approximately $17,000,000 to 
$36,538,700 of which, as per directors’ 
report, some $2,236,000 resulted from 
capital additions. The “Reserve for De- 
preciation” has increased by approxi- 
mately $4,000,000 of which $1,153,000 
is the annual charge for depreciation as 
disclosed by the statement of profit and 
loss. Therefore, the appraisal surplus is 
the net of an increase in asset values 
of approximately $15,000,000 less a 
transfer to “Reserve for Depreciation” 
of $2,847,000. The annual provision 
for depreciation for 1951 is approxi- 
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mately $200,000 greater than that for 
1950, which would indicate that while 
the company has recorded the increased 
asset values for balance sheet purposes, 
there has been no change in the basis of 
calculating the annual charge for de- 
preciation for purposes of the statement 
of profit and loss. 


In another instance, the directors, 
while continuing to account for their 
fixed assets in terms of their original 
cost, comment as follows: — 


The capital assets of the companies are 
carried in the balance sheet substantially 
at cost. Against this cost the companies 
have provided depreciation reserves of 
$5,924,689, equivalent to $48.5% of the 
cost of the assets. Depreciation is being 
provided on a basis by which the cost 
of each asset will be written off over its 
expected useful life. In following this 
accepted accounting principle the com- 
panies have, of course, taken more de- 
preciation than would be necessary if they 
were merely reflecting the loss in value 
to date. At the same time the replace- 
ment value of the assets today is very 
much greater than their cost. For both 
of these reasons, it will be recognized, 
the actual value of the properties used by 
the companies is very much greater than 
that shown in the consolidated balance 
sheet. An appraisal was made for insur- 
ance purposes, as of March 31, 1950, and 
the results were shown in the statements 
last year, and at that date the appraised 
value was $5,818,179 in excess of the 
net value at which the properties were 
carried in the balance sheet. Since then 
replacement costs have increased still fur- 
ther and while no appraisal has been made 
this year it is altogether likely that if an 
appraisal were made on the same basis the 
difference would be substantially greater. 


Implication of Taxes 
When Depreciation is Based on Cost 
The directors of another company in- 
cluded in their report the following: 


Rising construction costs have had their 
effect also on replacement values of older 
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plants. The cost of the company’s in- 
vestment in plant, buildings and equip- 
ment at December 31, 1951 was $72,- 
000,000, but it would cost about $125,- 
000,000 to replace this investment at cur- 
rent prices. As goods are produced plants 
wear out, so that in effect plants are 
gradually consumed in production. Eco- 
nomically, a profit is not earned unless 
the revenue from the sale of goods ex- 
ceeds the sum of the value of material 
and labour going into the goods and the 
current value of plant consumed in their 
production. Since tax laws allow depre- 
ciation based only on the original cost 
of plants, profits subject to tax are over- 
stated to the extent that depreciation al- 
lowed is less than the value of the 
capital consumed in production. Present 
tax levels will tend to retard the new 
investment so necessary at this stage of 
Canada’s growth if the return on new 
capital is reduced to a point no longer 
commensurate with the risks involved. 


Provision for Higher Cost 
of Replacement of Fixed Assets 


As it is inevitable that all fixed assets 
will eventually wear out and will have to 
be replaced, the management of many 
companies have made. appropriations 
from profits in anticipation of higher 
costs when fixed assets are replaced. The 
directors of one company stated: — 

Owing to the growing replacement 
costs of property and machinery, your 
directors considered it advisable to in- 
crease the contingency reserve by 
$200,000. 

In the financial statements, the in- 
crease in the contingency reserve is set 
out as appropriation of earned surplus, 
and the contingency reserve is set out 
as part of the shareholders’ equity of 
the balance sheet. 


In another case the directors’ report 
included the following statement: — 


In the provision for depreciation, 
amounting to $1,541,379 there is in- 
cluded an amount of $300,000 set aside 


out of current earnings to provide for 

substantially higher cost of replacements. 

The reported net profit for the year 
was some $4,500,000. Neither the fi- 
nancial statements nor the auditors’ re- 
port disclosed this appropriation of cur- 
rent earnings. The figure “Depreciation 
Reserve’, which is deducted from fixed 
assets on the balance sheet, therefore in- 
cludes the accumulation of any such ap- 
propriations as well as the accumulated 
depreciation. 


Depreciation — to Provide 
Funds for Replacement of Assets 


Depreciation, the allocation of costs 
of the fixed assets over the useful life of 
these assets, does not attempt to measure 
a change in value of fixed assets and has 
no relation to the problem of replace- 
ment. While, other things being equal, 
the annual provision for depreciation re- 
sults in the retention in the business of 
funds which otherwise might have been 
distributed as profits, it is not part of 
the basic concept of depreciation that 
such provision will be set aside in cash. 
However, it would appear from the fol- 
lowing extract from a directors’ report 
that this concept of depreciation has been 
accepted by some: — 

Your company, like other manufac- 
turers, depends to an important extent 
upon annual provisions for depreciation 
as a source of the funds required to re- 
place the plant which has reached the 
end of its usefulness. In this period of 
inflated values, however, it is quite ap- 
parent that the greatly increased cost of 
replacements cannot be met by deprecia- 
tion based on original costs, and in or- 
der to provide new facilities a greater 
amount of profit must be retained for 
such purposes. 


Capital Expenditures during the Year 

The following remarks made by the 
directors in their report set out not only 
the dollar value of the current capital 
expenditures, together with the reasons 
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pany’s tire products, and provide addi- 
tional facilities for defence production, a 
substantial expansion program, which will 
involve the erection of new factory build- 


for such expenditures, but also the. pro- 
posed expansion program to be under- 
taken by the company. 

The capital expenditures during the 


year amounted to $1,803,298. These ex- 
penditures represented the cost of addi- 
tional equipment for the improvement of 
production facilities and for enlargements 
of branch distributing centres. To meet 


ings on the . . . . property and the in- 
stallation of the required equipment, has 
been initiated. The estimated cost of 
this project is $5,000,000 and satisfactory 
arrangements have been made to finance 
these expenditures. 





the ever-growing demand for your com- 


PAPER FOR ACCOUNTANTS 


In the April 1953 Journal of Accountancy, Mr. E. J. McDevitt, a C.P.A. from Massachusetts, 
discusses how to specify, plan, and buy paper economically for use in the accounting office. The 
following information is gleaned from his article. Papers made from rag and wood fibres 
have the grade designated by the percentage of rag content: 75%, 50% and 25% rag content 
are considered standard grades. Paper made from all wood fibre is known by Grades Nos. 1 
to 5; only number 1 and 2 grades carry a water mark to indicate brand and grade. Grades be- 
low these two are seldom acceptable for accounting use. 

The types of paper which the accountant uses in his daily work fall into the following 
six Classes: 

1. Bond paper 

2. Ledger paper 

3. Index bristols 

4. Machine accounting ledger 
5. Onion skin 

6. Manuscript cover. 

The three factors to be taken into account when selecting paper are life, use, and 
preparation. 


The selection of the proper paper for almost any purpose requires careful consideration 
of the circumstances of its intended use. The length of time in use, the amount of handling, 
nature of the writing or printing, the number of copies, use of one or both sides, are all 
factors which have a bearing on the type of paper to buy. Then the most economical weight 
and size must be decided. 


When ordering paper in quantity the number ordered should be based on the most 
economical unit. Since printers and forms suppliers are well acquainted with trade customs 
the best practice is to indicate the approximate quantity required and let the supplier suggest 
the nearest and most economical quantity. 


-—Thanks to G. H. Ward, C.A. 
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Practitioners’ Forum 





Conducted by Geoffrey H. Ward, C.A. 


RETENTION OF RECORDS 





The Problem 


_- material on this topic was giv- 
en in a previous column. Ques- 
tions as to what records can be destroy- 
ed cannot usually be answered easily, as 
knowledge of the relevant law and de- 
tailed familiarity with all of the client’s 
records is necessary. However, the fol- 
lowing material may be of assistance in 
coming to grips with this problem. 
The retention of records is a trouble- 
some detail for most businesses. As a 
company grows in size and becomes 
older, this problem becomes more dif- 
ficult and more important. On the 
one hand, all essential records must be 
retained, be kept in good condition, and 
be readily accessible. On the other 
hand, the cost of storing records is 


such that any not required should be 
destroyed as soon as it is safe to do so. 
Many dollars can be saved by proper 
attention to retention and disposition 
of records. 

Accordingly, the following sugges- 
tions are offered for the guidance of 
clients facing this problem. Of course 
each case must be considered very care- 
fully in the light of the individual cir- 
cumstances. The responsibility for hav- 
ing records destroyed is the clients’. 
They should consult both their auditor 
and solicitor. 

A list similar to the following can 
be prepared after a detailed check of 
the records kept. This list was pre- 
pared for an Ontario company. 


GUIDE 


Documents to be Kept Permanently 
Annual statements and reports 


By-laws and amendments thereto 


Capital stock records 


Charter (letters patent) and amendments thereto 
Correspondence, regarding matters of basic policy or in connection 
with arrangements still in effect 


Deeds 


Directors, list showing names and addresses and dates in office 
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General ledger, including transfer sheets 

Income tax returns and assessments 

Minutes of shareholders’ and directors’ meetings 

Mortgages, agreements, leases, etc., in respect to property, plant and 
equipment (or retain for six years after expiration) 

Shareholders, list showing names and addresses 

Synoptic and other books of original entry 

Workmen’s compensation insurance assessments 


Documents to be Retained for Six Years 


Accounts payable ledger, including transfer sheets 

Accounts receivable ledgers, including transfer sheets 

Bank statements and reconciliations, bank books 

Cancelled cheques (cheques which are the only evidence of payment 

in connection with documents under seal should be kept for 
20 years) 

Correspondence, key files which are important may be kept this long 
rather than going to the bother of stripping them of the unim- 
portant matter 

Daily sales summary forms 

Deposit slips 

Employee earnings records (see payrolls below) 

Interim statements and reports 

Insurance policies — expired 

Inventory sheets — annual 

Payrolls (where employee benefits, e.g. pensions, are based on past 

earnings these records may have to be retained permanently) 

Personnel records (keep for six years after staff leave the company’s 

employ) 

Purchase invoices (those for fixed assets still in use should be re- 

tained) 

Sales slips 


Unemployment insurance records 


Documents to be Retained for Two Years 


Bills of lading 

Cheque Stubs 

Interim inventory sheets 

Receiving reports 

Routine correspondence (see permanent and six year items) 
Suppliers’ delivery slips 


The above guide shows minimum periods which are in addition to the 
current year. 


Legal Aspects The Income Tax Act, 1953 (s. 125(3)) 

The Ontario Companies Act (and _ requires records or books of account, 
other provincial Acts) requires books and every account or voucher necessary 
of record to be kept by all companies. to verify the information on any such 
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record or book of accounts, to be kept 
until written permission for their dis- 
posal is obtained from the Minister. 
Because of the effect of the statutes of 
limitations of the various Provinces, it 
is also the soundest course to retain 
records for the full period (which 
varies from 2 to 20 years) during which 
a claim may be made. The Excise Tax 
Regulations and the Unemployment In- 
surance and Workmen’s Compensation 
Acts authorize inspection of records 
which accordingly have to be retained 
for the time necessary. 


Some Legal Warnings 


Don’t be too satisfied with the above, 
because after you read these comments 
a lawyer made regarding the draft 
you'll wonder why we bothered to 
print anything. 


“Your lists of documents which 


should be kept permanently, and docu- 


ments which should be retained for six 
years, and others which should be re- 
tained for only two years are much too 
simplified, since there will be a varia- 
tion from Province to Province and 
possibly from industry to industry. For 
example, a construction company which 
normally completes a contract within 
a year or two would not face the same 
problem as a company in the oil in- 
dustry which makes a contract to de- 
velop an oil field, which may in ideal 
circumstances last for 30 or 40 years. 
Also, the requirements of the provin- 
cial statutes limiting the rights to com- 
mence action are different in each 
Province. There is some variation too 
in what may be kept in the line of 
land records. In jurisdictions in which 
the Torrens System is used completely 
(such as Alberta and Saskatchewan) the 
material which need be kept in re- 
spect to land transactions is probably 
less, and more simplified, than that 
which need be kept in jurisdictions in 


This month we are again indebt- 
ed to panel members for their 
help. I wish particularly to thank 
Mr. R. F. Alger, C.A. of Calgary. 


which the Torrens System is only partly 
in effect (such as BC., Manitoba, and 
Ontario), and certainly simpler than 
in jurisdictions where the old English 
or French systems are still used. 


“Certainly all documents which re- 
late to corporate organization, re-orga- 
nization, membership, and disposition 
of share capital should be kept perma- 
nently. In some cases this is covered 
by legislation. However, merely be- 
cause a statute limiting actions sets out 
a definite schedule of dates in which ac- 
tions must be commenced, it does not 
mean that all material affecting such 
matters may be destroyed at the end of 
the limitation date. There are so many 
exceptions to this that it is impossible 
to give a definite set of rules which 
will apply in every case. 


“In Ontario a large number of com- 
panies are organized under the Dominion 
Companies Act, 1934, and attention 
should be given to the requirements of 
that Act as to what material must always 
be available in the head office of the 
company. Sections 103 to 110 deal speci- 
fically with this matter, including what 
penalties may be exacted from a com- 
pany failing to keep the records. Do- 
minion companies also have to keep 
books of accounts which are to be open 
at all times to the directors. There 
does not seem to be any statutory limi- 
tation on the length of time such docu- 
ments shall be retained, and the Act 
should be consulted in all cases of 
doubt before any record is destroyed. 
Audits and accounts to be kept under 
the Dominion Companies Act are cov- 
ered in ss. 111 to 120 and returns are 
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dealt with in s. 121. Careful consider- 
ation should be given to all these statu- 
tory provisions when considering what 
is or is not to be destroyed. 

“There is also the question of the 
records which must be kept under the 
Income Tax Act. As indicated the 
records must be kept until written per- 
mission is obtained for the disposal 
from the Minister of National Rev- 
enue. Since the Tax Department may 
always go back to open up a question 
of taxes paid in previous years, care 
should be taken that no records not so 
released by the Minister are destroyed, 
and also it should be considered wheth- 
er or not permanent records should not 
be kept in the event that the Minister 
of his own initiative wishes to re-open 
a tax assessment. In any event it seems 
that tax records might be micro-filmed 
after the Minister's consent to destroy 
the originals is obtained. 

“There is also the question of what 
may or may not be proved under the 
Canada Evidence Act. This applies to 
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all types of criminal action or quasi- 
criminal action taken under the penal 
sections of any Canadian statute. Pre- 
sumably it also applies to evidence in 
income tax actions whether initiated by 
the taxing authority or by the taxpayer. 

“There are exceptions to all periods 
of limitation in the event of fraud or 
in the case of a person under disability. 
A party under a disability may bring 
an action either within the limitation 
time or within two years after he first 
ceased to be under disability, whichever 
is the later. A disability includes be- 
ing absent from the jurisdiction, being 
mentally incompetent, or being an in- 
fant. These exceptions make the limi- 
tation period indefinite in cases which 
cannot be anticipated, and for this rea- 
son records which may be so affected 
should be kept in some state or other 
for longer periods.” 

The moral to all this seems to be 
to consult a lawyer, which rather leaves 
us where we started. 


ACCOUNTANTS’ LIABILITY INSURANCE 


The accountants’ liability policy, a “legal liability and defence policy applying to the 





performance of services in a professional capacity as accountants for others”, is discussed by 
Richard T. Wood, insurance underwriter, in an article in The Casualty and Surety Journal. 
Accountants’ liability insurance, in existence for about 45 years, was first written in England. 
At one time, it is interesting to note, “it was even suggested that Parliamentary action should 
be taken to prohibit the writing of such insurance”, the question being raised whether it was 
legal for accountants to protect themselves from pecuniary loss arising out of their own irregular- 
ities or neglect of duty. 

Large claims may be brought for damages alleged to have been caused by accountants; 
on occasion nuisance suits are brought. Mr. Wood notes that “defence costs such as legal 
fees and expert testimony can mount up very rapidly”. While an individual practitioner “may 
have sufficient confidence in himself to carry his own professional liability . . . when it is 
necessary to operate through employees or agents, sometimes widely scattered, it becomes 
more difficult to exercise control, thereby enlarging the risk.” 

What proportion of accountants carry accountants’ liability insurance? One in five, it 
is estimated. 
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The Students’ Department 


J. E. Smyth, C.A., Editor 
(Correspondence with the editor is cordially invited) 





Should the drawings of a sole owner 
of a business be considered his salary? 


Wt have frequently had this ques- 
tion put to us by accounting stu- 
dents. In our opinion the answer to the 
question is “No”. 

Our main reason for giving such an 
answer is that profit should reflect the 
results of dealings with outsiders. The 
accountant reports, in his figure of pro- 
fit (or loss), the results of a game that 
is played between a business and the 
rest of the world. It is not so trite as 
it may seem to point out that in the 
game that is being played a proprietor 
is on the side of his business and not 
on the side of the rest of the world. 
We do not want a figure of profit that 
reports the results of a contest between 
the business on one side, and the pro- 
prietor and the rest of the world on 
the other side. Therefore in measuring 
income we must exclude the effects of 
the proprietor’s transactions with his 
own business. 

There is another (and related) rea- 
son for excluding the proprietor’s trans- 
actions with his own business. They are 
not arm’s length transactions. The trans- 
actions do not have to meet the test of 
the market. The proprietor is not the 


appropriate person to decide what his 
services are worth to the business, since, 
if he is like most of us, he will be some- 
what biased in assessing the value of 
those services. It is not the proprietor’s 
drawings but the profit for the year 
which measures the value of the 
proprietor’s services. (The profit must 
also be considered to include some re- 
muneration to the proprietor for the use 
of the assets he has contributed to the 
business.) The profit figure has had to 
meet the test of the market. 


A proprietor can withdraw what he 
likes. He may be a prodigal fellow who 
spends much of his time at the race 
tracks or, like Self, he may be a quiet, 
decent-living sort who gets by on the 
bare minimum consistent with survival. 
As between two businesses, we may well 
ask, should the personal living standards 
of the respective proprietors enter into 
the calculation of the “profits’’ of those 
businesses ? 


What we have said can perhaps be 
understood most readily when we think 
of a sole proprietorship business. But 
the proposition holds with some modi- 
fications for partnerships and limited 
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companies. Partners and shareholders 
still have some measure of control over 
the decisions of the business concern in 
which they are interested. To include 
transactions between a concern and either 
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its partners or its shareholders (e.g. part- 
ners’ drawings or shareholders’ divi- 
dends) would therefore be to qualify 
the significance of the resulting income 


figure. 


CORRESPONDENCE 


Winnipeg, Man. 
Sir: In your December 1953 issue you printed 
a letter from “Toronto C.A.” who strong- 
ly disagrees with my criticisms of the solu- 
tion to problem 2 in the Students’ Depart- 
ment for August 1953. 

As you will recall, the principal criticism 
which I made was that the facts of the 
question suggested a transfer of shares from 
D’s wife to D, but the solution did not con- 
sider the possibility that this transfer might 
have been made for value, in which case in 
my opinion the distribution of the income 
of the personal corporation should recog- 
nize such a transfer. 

“Toronto C.A.” suggests that the sale by 
the wife of any of her shares to the husband 
need not be considered because Section 21 
excludes any such transfers from having any 
effect on the apportionment of profits for 
the year. 

In order to settle this basic disagreement 
I wrote to the Department of National Rev- 
enue, Income Tax Division, as follows: 

“A problem has arisen in connection 
with the answer to a Canadian Institute of 
Chartered Accountants final examination 
question on a taxation subject. 

For purposes of illustration the facts 
may be stated as follows: 

1. Upon its formation, a personal corp- 
oration acquired property to the value 
of $175,000 from D and $25,000 
from his wife, each receiving shares 
of a par value equal to the property 
transferred. 

. D’s wife subsequently transferred 
shares to the par value of $14,900 by 
way of sale to her husband, receiving 
full value in cash from her husband. 


The problem which arises is the 
manner of division of income of the per- 
sonal corporation between the  share- 
holders as they now stand, in terms of 
Section 67(3). 


One theory holds that the words under- 
lined in the quotation — “the value of all 
property transferred or loaned to the cor- 
poration by the shareholder or any person 
by whom his share was previously owned” 
are significant here and that D’s income 
amounts to 189,900/200,000 of the total 
income of the personal corporation. 


The other theory holds that the trans- 
fer of shares from D’s wife to D has no 
significance because of Section 21(1) and 
that D’s income amounts to 175,000/ 
200,000 of the total regardless of any 
transfers from his wife for full value. 


I would appreciate very much receiv- 
ing the decision of your department on 
this question.” 

The department has very kindly replied to 
my letter, incidentally confirming my argu- 
ment, as follows: 

“As you are no doubt aware it is not 
the policy of this Division to give opin- 
ions on income tax matters where the 
case is purely hypothetical. However, 
since it is understood that the problem 
at hand is based on an examination ques- 
tion and not related to any actual corp- 
oration, we have given consideration to 
your request. 

The facts are “that an individual and 
his wife transferred property valued at 
$175,000 and $25,000 respectively to 
the company at the date of its formation 
for which they received shares of par 
value equal to the property transferred. 
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At a later date the wife sold to her 
husband shares of the company of par 
value $14,900, receiving the full value 
in cash from her husband.” 

It is our opinion that the first theory, 
contained in the fourth paragraph of your 
letter, is the correct one. Since the wife 
received full value in cash for the shares 
transferred to her husband, the transfer 
is recognized as a bona fide sale, and the 
provisions of Section 21(1) would not be 
taken into account. This interpretation is 
based on the understanding that the prop- 
erty which the wife originally transferred 
to the company could in no way be at- 
tributed to gifts from the husband and 
that she had acquired this property with 
savings from previous earnings or by be- 
quest of some similar source.” 


WILLIAM H. Gray, C.A. 


Editor’s Note: The facts of the problem 
clearly imply that a transfer of shares from 
the wife to the husband must have taken 
place but, in the editor’s opinion, the prob- 
lem does not necessarily imply that the 
transfer was by way of a sale in which 
the wife received full value in cash from 
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her husband. There seems to be nothing in 
the wording of the problem to preclude 
the possibility that the transfer was made 
without consideration. One must therefore 
make an assumption, one way or the other, 
in answering the question. 


Section 21(1) of the Income Tax Act 
(R.S.C. 1952) reads, “Where a person has, 
on or after the Ist day of August 1917, 
transferred property, either directly or in- 
directly, by means of a trust or by any 
other means whatsoever to his spouse, or to 
a person who has since become his spouse, 
the income for a taxation year from the 
property or from property substituted shall 
be deemed to be income of the transferor 
and not of the transferee.” 


Section 67(3) reads, “The part of the 
income of a personal corporation that shall 
be deemed, under this section, to have been 
distributed to and received by a shareholder 
of the corporation, shall be the proportion 
thereof that the value of all property trans- 
ferred or loaned to the corporation by the 
shareholder or any person by whom his 
share was previously owned is of the value 
of the property so acquired by the corpora- 
tion from all its shareholders.” 


SOLUTION TO THE FEBRUARY PUZZLE 


The only possible scores are: 0-0; 1-0; 1-1; 2-0; 2-1; 3-0. 


Experiment will 


show that the only results consistent with the data are: 


Bears v. Tigers: 2-1 and 1-1 
Bears v. Lions: 1-0 and 0-0 
Tigers v. Lions: 3-0 and 2-0. 
The League Table is, therefore, 


| Played Won 


Tied 


Goals 


Lost For Against | Points 


PUZZLE 


During a certain week the average 
daily rainfall from Sunday to Friday 
exceeded the average from Monday to 
Saturday by 16-2/3%. The week was 
on the average just as wet as Sunday. 


What was the fall on Saturday? 


(Submitted by Mr. L. J. Upton, Tor- 
onto in response to the editor's request 
for additional puzzles) 
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PROBLEM 1 


Final Examination, Octobe: 1952 
Auditing II, Question 1 (15 marks) 


In discussing with CA the possible terms of his appointment as auditor of a new 
company incorporated under the Companies Act, 1934 (Canada), the president states 
the following conditions: 

(a) As the company will employ an internal auditor, CA should not check any of 

the records which the internal auditor checks. 

(b) CA is not to visit three branch offices located in other cities. 

(c) Executive salaries are to be paid through a special bank account which CA 

is not to audit as this information is considered confidential. 

(d) CA’s fee and possible re-appointment will be considered by the president after 

the first year’s audit has been completed. 


Required: 
What should CA reply to the president in respect of each of the foregoing? 


A SOLUTION 

(a) An independent public accountant acting as a shareholders’ auditor cannot con- 
sent to such a proposal. The internal auditor is a servant of the company and in par- 
ticular a servant of its officers and directors, while the public accountant reports to the 
shareholders. It is nevertheless likely that the shareholders’ auditor can rely on the work 
of the internal auditor to a considerable extent and that he will increase the extent of 
his reliance if, from his point of view, the internal auditor is doing a satisfactory 
audit. Many items such as bank, even if audited by the internal auditor, will still have 
to be at least tested by the shareholders’ auditor. 

Section 120(2) of the Companies Act 1934 (Canada) provides that every auditor 
of a company shall have a right of access at all times to all records, documents, books, 
accounts, and vouchers of the company and is entitled to require from the directors and 
officers of the company such information and explanation as may be necessary for the 
performance of the duties of auditor. 

(b) Whether the shareholders’ auditor should visit the three branches located in 
other cities will depend partly upon the volume of business audited compared with the 
volume in the branches. If the branches are small it may be that he would not wish to 
visit any or all of them in any case. Further, if the accounting system is largely a head 
office system, and if the internal audit and internal control are good, it may not be 
necessary to visit the branches. But the shareholders’ auditor cannot give a definite 
answer until he has clarified these points. 


(c) The executive salaries must be audited to ascertain that the shareholders’ and 
directors’ wishes are carried out properly. Section 113(2) of the Companies Act 1934 
(Canada) is relevant as well as section 120(2). Section 113(2) requires that the state- 
ment of income and expenditure to be submitted to the annual meeting shall show separately 
the total remuneration to the executive officers of the company. 


(d) Either a flat fee or a per diem rate will have to be established now. Because 
this is a new company the per diem rate is preferable to start with. Section 118(7) of 
the Companies Act requires that the remuneration of the auditors shall be fixed by the 
shareholders or by the directors upon authorization given by the shareholders. Where 
the auditors are appointed before the first annual meeting the remuneration may be fixed 
by the directors. 

The terms for re-appointment are satisfactory. The president should be reminded, 
however, that while the first appointment of auditors is made by the directors before the 
first shareholders’ meeting, the auditors are appointed thereafter by the shareholders. 
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PROBLEM 2 
Final Examination, October 1952 
Auditing 11, Question 2 (10 marks) 


CA is carrying out an annual statutory audit of a parent company C Co. Ltd. which 
has total consolidated assets of $10,000,000. CA is also the auditor of all the subsidiaries 
of C Co. Ltd. except one, D Co. Ltd. which has total assets of $1,000,000. C Co. Ltd. is 
incorporated under The Companies Act, 1934, (Canada). Only the consolidated accounts, 
in which all the subsidiaries are consolidated, are to be submitted to the shareholders. 
Required: 

In the course of the statutory audit of C Co. Ltd. and subsidiaries what information is 
needed by CA regarding the subsidiary D Co. Ltd. and how should this information be 
obtained ? 


A SOLUTION 
Information needed by CA regarding the subsidiary D Co. Lid. 


1. Financial statements 
a) Balance sheet 
b) Profit and loss statement 
c) Auditor’s report 
d) Analysis of surplus. 
2. Analysis of intercompany account balances to show for possibly the last month the 
receipts or payments and the shipment or receipts of goods by invoice numbers. 
Analysis of D Co. Ltd.’s inventory showing intercompany. items with details of in- 
voice numbers and pricing. 
4. Analysis of D Co. Ltd.’s fixed assets showing any items acquired from C Co Ltd. 
or its other subsidiaries. 
5. Analysis of D Co. Ltd.’s investments showing any shares or bonds of C Co. Ltd. or 
its other subsidiaries. 
6. The effect upon the revenue and expenses of any of the related companies of trans- 
actions between D Co. Ltd. on the one hand and C Co. Ltd. and its other subsidiaries, 
on the other hand. 


w 


How the required information may be obtained 


The financial statements will be obtained from audited statements of D Co. Ltd. 
received either directly from the auditor of D Co. Ltd. or from the management of 
D Co. Ltd. The other information will be obtained by advance requests made through 
the management of C Co. Ltd. to the management of D Co. Ltd. Frequently the auditors 
will work together so that much of the information will be submitted directly by the 
auditor of D Co. Ltd. to the auditor of C Co. Ltd. The possibility of this arrangement 
will of course depend in part upon the closeness of the location of the companies. 


PROBLEM 3 
Final Examination, October 1952 
Auditing II, Question 3 (15 marks) 
On 31 July 1951 the members of the council of the Town of H approved the issue 


of $700,000, 5%, 20-year bonds to cover the erection of new street lights, a new town 
garage and railway crossing, estimated at $250,000, $400,000 and $50,000 respectively. 


On 1 Sept 1951 the bonds were offered for sale and sold at 96.5. Expenses of print- 
ing, legislative approval, etc., amounting to $3,500 were paid in October 1951. 


When the auditor visited the municipal offices to carry out his annual audit and to 
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prepare his report on the financial statements to be published for the fiscal year ended 
31 Dec 1951, he found that to that date actual cash totalling $15,000, $100,000 and 
$35,000 had been spent on the street lights, town garage and railway crossing respectively. 
In addition, unpaid invoices as at 31 Dec 1951 re the railway crossing totalled $16,000. 
Required: 

(a) What procedures would CA follow in order to form an opinion as to the figures 
to be incorporated in the capital fund section of the balance sheet with respect 
to the above bonds and assets? 

(b) Set out the capital fund section of the balance sheet of the Town of H on the 
basis of the foregoing information. 


A SOLUTION 
(a) Procedures to be followed in forming an opinion about the figures to be in- 
corporated in the capital fund section of the balance sheet 

(i) Assets 

1. Examine contracts, invoices, and paid cheques as in a normal audit. 

2. Examine minutes of Council for authorization of the contract and of the pay- 

ments and cheques. 

3. Examine invoices and cheques to cover the cost of printing and of legislative 

approval. 

4. Examine the correspondence relating to legislative approval to see whether any 
change has been made increasing the authorized expenditures for the rail crossing 
by at least $1,000. 

. Make a regular examination of the bank transactions. 

ii) Liabilities 

Examine the contract with the underwriters of the issue of the bonds. 

Examine the Council minutes authorizing the issue of the bonds. 

Examine the correspondence granting legislative approval for the bond issue. 
Vouch receipts from the issue of the bonds and trace them to the special bank 
capital account. 

5. Make the usual vertification of ordinary accounts payable. 


DB wWwWNH & AW 


(b) 
TOWN OF H 
BALANCE SHEET 
as at 31st December 1951 
CAPITAL FUND 
Cash tn Hate occc.s.cc3.:.:..00:5,.. BS22000 Bonds payable ...:..........0i0.63:. $700,000 
Accounts payable .................... 16,000 
Capital assets: 
Street lights ............ $ 16,250 
Town garage .......... 102,000 
Rail crossing ....... . 51,250 169,500 
Discount on bonds .... 24,500 
$716,000 $716,000 
Notes 


1. The expense of $3,500 has been prorated to each of the capital assets in the proportion 
of the original estimates. It might have been deferred until the actual expenditures were 
known and then prorated in those proportions. 

2. The balance sheet might also show $1,000 due from the current fund because of the 

over-expenditure on the railway crossing. 
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THE TAX REVIEW 


Melville Pierce, B.A., LL.B., Editor 
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JOINT RECOMMENDATIONS OF THE CANADIAN 
BAR ASSOCIATION AND THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS ON FEDERAL TAX STATUTES 


A. THE INCOME TAX ACT 


1. DEDUCTIBILITY OF BUSINESS EXPENSES 


Section 12(1) of the Income Tax Act de- 
clares that 
In computing income no deduction 
shall be made in respect of 
(a) an outlay or expense except to the 
extent that it was made or incurred 
by the taxpayer for the purpose of 
gaining or producing income from 
. . a business of the taxpayer; 
(b) an outlay, loss or replacement of 
capital, a payment on account of 
capital’ so. < 
Under these provisions (and others as 
well) many expenses incurred in connection 
with a business are not deductible in com- 
puting the income of that business. In the 
view of this Committee the category of de- 
ductible business expenses should be expand- 
ed. In this connection we call attention to 
the Report of the Millard Tucker Committee 
on Business Profits, submitted to the British 
Chancellor of the Exchequer in 1951. That 
Committee arrived at a similar conclusion. 
Amongst other things it recommended, in 
effect, that the test of deductibility of a busi- 
ness expense should be whether it was in- 
curred for the purposes of the business rather 
than for the purpose of earning the profits 
of the business; that an expenditure made 
with a view tc the acquisition of an ad- 


vantage of enduring benefit to a business, but 
which does not result in the acquisition of an 
asset that can be written off over a period of 
years, should be subject to annual write-off 
against revenue where the advantage in ques- 
tion is not of unlimited duration; that an 
expenditure made for the maintenance and 
development of an existing business which 
does not result in the creation of an asset or 
benefit of any kind should be deductible in 
the year it is made or incurred. 

Expenditures made for the purposes of a 
business which have been held to be not 
deductible in computing business profits in- 
clude (1) expenses incurred by a taxpayer 
for the purpose of ascertaining the income 
tax payable on his business profits; (2) 
expenses incurred before the commencement 
of a business which would be deductible if 
incurred afterward; (3) the costs of procur- 
ing a loan of capital other than the interest 
paid thereon; (4) the cost of acquiring or 
protecting a franchise which, though of value 
for a limited period of years only, is not 
expressed to be so limited in the document 
by which it is granted. 

In the opinion of this Committee the 
principle should be recognized in our Income 
Tax Act and its administration that expendi- 
tures, such as those referred to above, bona 
fide made or incurred for the purposes of a 
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business should be taken into account in as- 
certaining the profits of that business, either 
by allowing the expenditures as a deduction 
in the year they are made or incurred or, 
where they result in the acquisition of an 
asset or advantage the value of which en- 
dures for a limited period, by annual de- 
ductions over the period of the utility of 
the asset or advantage. 


2. DEDUCTION OF INTEREST ON BONDS 
ISSUED AT A DISCOUNT AND OF EXPENSES 
OF ISSUE (S. 11(1) (c) ) 
Under s. 11(1)(c) a deduction is per- 
mitted of the amount of interest (to the 
extent that it is reasonable) (i) upon bor- 
rowed money used for the purpose of earn- 
ing income from a business or property and 
(ii) upon money payable for property ac- 
quired for the purpose of gaining or pro- 
ducing income therefrom or from a business. 
Where bonds or debentures to secure a loan 
are issued at a discount, i.e. for less than 
the amount repayable by the borrower, the 
borrower is, however, allowed a deduction 
not of the amount of interest actually paid 
by him but only of that proportion of the 
interest actually paid which the issue price 
bears to the face amount of the bond. More- 
over, if by reason of the borrower's default 
interest becomes payable to bondholders on 
arrears of interest the borrower is not per- 
mitted to deduct the amount of the addi- 
tional interest which he is required to pay. 
Moreover, no deduction is allowed for the 
expenses incurred by the borrower in issuing 
bonds or debentures, including cost of print- 
ing, lawyers’ and accountants’ fees, etc. All 
these costs and charges are necessary costs 
of the borrower and ought properly to be 
deductible in computing his profits. 
RECOMMENDATION: It is accordingly recom- 
mended that s. 11(1)(c) be amended 
(a) to permit the deduction of the full 
amount of interest (including interest 
on interest) actually paid; and 

(b) to permit the costs incidental to an issue 
of bonds or debentures to be deducted 
by annual write-off over the period of 
the loan. 


3. RESERVES (SECS. 12(1)(e), 85B, 
11(1)(e), 6(e)) 
Section 12(1)(e) prohibits the deduction, 





in the computation of income, of an amount 
transferred or credited to a reserve, contin- 
gent account or sinking fund except as ex- 
pressly permitted by the Act. Section 11(1) 
(e) permits the deduction of a reasonable 
amount as a reserve for doubtful debts, sub- 
ject (s. 6(e)) to the amount thereof being 
included in the taxpayer's income in the 
following year. 

In its submission last year this Commit- 
tee recommended the repeal of s. 12(1) (e) 
in the expectation that its repeal would lead 
to the computation of business income for 
tax purposes in accordance with established 
accounting principles by destroying the basis 
of certain decisions in which it had been held 
that s. 12(1)(e) compelled all receipts and 
receivables of a business of a year to be 
included in computing the income of the 
business of that year and that it prevented 
any deduction in respect of amounts not 
earned in that year or which would have to 
be paid out or refunded in a subsequent 
vear. Instead, however, s. 85B was enacted 
which section declares that all receipts and 
receivables of a year must be included in 
computing the income of that year but allows 
the deduction of a reasonable “reserve” in 
respect of a trader’s obligation to deliver 
goods, render services or redeem containers 
in a future year, in respect of rent paid in 
advance for land or a ship, and in respect 
of the profit portion of the price of prop- 
erty sold which is not payable for more than 
two years, subject to the amount of such 
“reserve” being included in the taxpayer's 
income in the succeeding year. 

Section 85B is an enactment of the great- 
est complexity, and in the opinion of this 
Committee contains the seeds of consider- 
able confusion. In establishing the general 
rule that amounts prepaid for goods and 
services are to be included in computing the 
profit of the year in which they are received, 
rather than that in which they are earned, 
it violates the basic principle that periodic 
profit can only be ascertained by setting off 
the costs against the receipts attributable to 
the transactions of a period. The applica- 
tion of such a principle generally to the as- 
certainment of business profit. will, we are 
certain, inevitably result in serious difficul- 
ties. 
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The following are some of the problems 
which have already arisen: 

(1) It appears that in the case of contracts 
for the construction of large items of 
heavy industrial equipment, buildings 
and the like, which require more than 
one year to complete, progress pay- 
ments made to the builder are required 
by s. 85B(1) (a) (i) to be included in 
computing the latter’s income in the 
year of receipt. Inasmuch as the profit 
which will be made on a contract of 
that class cannot usually be known with 
reasonable certainty until the contract 
is close to completion, this requirement 
will mean that a tax is collected on a 
profit before it is known if there will be 
any profit and if any, its amount. 


(2) Where the vendor of property takes 
back a second mortgage for a part of 
the purchase price which is repayable 
over a period of years, s. 85B(1) (b) 
apparently requires the whole amount 
repayable to be included in computing 
the builder’s income in the year of sale 
subject only to a deduction of the pro- 
portion of the profit contained in the 
amount secured by second mortgage. 
The whole amount of the sale price less 
only part of the amount unpaid is re- 
quired to be included in the vendor's 
income in the year of sale and thus tax 
is collected in advance in respect of a 
profit which may never materialize in 
fact. This is a particularly serious prob- 
lem in this class of business because of 
its inherent hazards and the uncertain- 
ties of collection where moneys are pay- 
able over a period of years. 


(3) In the automobile business the pur- 
chaser of a new car from a new car 
dealer is entitled to have certain ser- 
vices performed on the car after it has 
been driven for specified distances, and it 
is thus necessary for dealers to set aside 
a proportion of the sales price of each 
new car sold to provide for the costs and 
expenses of performing these services. 
It appears, however, that the question is 
being raised now that the deduction of 
an amount set aside for that purpose is 
prohibited by s. 85B(4) as being a 
“reserve in respect of guarantees .. . 
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or warranties’. The result is that the 
dealer is being subject to tax on a 
purported profit which exceeds his true 
profit. 

(4) It is a custom of the newsdealer business 
that the retail distributors of magazines 
and periodicals shall be entitled to be 
credited in full for all unsold publica- 
tions returned within stipulated periods 
of time, and, of course, the wholesaler 
in computing his revenue from sales 
must take into account the refunds that 
he will be called on to make as a re- 
sult. Section 85B does not, however, 
provide for such a deduction, with the 
result that tax may be imposed on a 
purported profit which exceeds the act- 
ual profit. 

A further inequity is caused where a busi- 
ness or business property is disposed of. Un- 
der s. 85B(1)(e) the vendor in such a case 
must, in computing his income for the year 
of sale, include the entire amount of the 
“reserves” deducted by him in the previous 
year, and neither the vendor nor the pur- 
chaser has any right to claim any deduction 
in respect of the amount which could have 
been deducted by the vendor under s. 85B if 
no disposition had been made. This results 
in many anomalies where businesses are sold. 
It may create a hardship if the vendor is an 
individual and the inclusion of substantial 
“reserves” in the income of one year with- 
out any corresponding deduction throws him 
into a relatively high income tax bracket. 
The same comments apply to s. 6(e) which 
require the whole amount of a reserve for 
doubtful debts to be included in the in- 
come of the taxpayer in the succeeding year, 
so that on a sale or disposal of a business 
or of its accounts receivable the vendor is 
subject to tax on the whole amount of the 
reserve deducted in the previous year even 
though he receives nothing in respect of it. 


As this Committee recommended last year 
the principles of accounting do not permit 
the deduction of what are truly reserves in 
the computation of income, and therefore 
both s. 12(1) (e) and s. 85B are unnecessary 
for that purpose. A further safeguard for 
the revenue lies in the power of the Min- 
ister to assess and that of the Courts to ad- 
judicate. The real effect of s. 85B therefore 











190 





is to tax receipts and receivables as if they 
were profits, which they may never become, 
and also to prohibit the deduction of known 
liabilities in the computation of business in- 
come and thus again to impose a tax on non- 
existent profits. In the opinion of this Com- 
mittee s. 85B is basically defective and its 
amendment to provide for further specific 
cases would probably create more difficulties 
rather than less. 


If in any particular case administrative re- 
quirements imperatively demand that the 
amount of a future liability should not be 
deductible in computing the income of the 
year in which it arises but in that in which 
it is satisfied, an enactment specifically deal- 
ing with that particular subject-matter would 
be justified, and in that form the legislation 
would not be open to the same fundamental 
objection as it now is. 

If it is considered that a specific enact- 
ment is necessary to ensure that unearned in- 
come shall not be indefinitely deferred from 
the charge to tax and that provisions for 
future liabilities shall be recalculated each 
year by reference to the facts of each suc- 
ceeding year, a suggested form of legisla- 
tion is contained in our recommendation (d) 
below. 


RECOMMENDATION: It is accordingly recom- 
mended 


(a) that s. 12(1)(e) and s. 85B be re- 
pealed; 

(b) that secs. 6(e) and 11(1)(e) be 
amended by substituting the word “pro- 
vision” for “reserve”; 

that if it is considered necessary to pro- 
hibit the deduction of specific provisions 
made by a taxpayer in a taxation year in 
respect of obligations or liabilities 
which will or may have to be satisfied 
in the future, this should be done by 
specific enactments defining the subject- 
matter of each exclusion clearly and 
unambiguously; 

(d) that the following paragraphs be en- 
acted as additional paragraphs of s. 6: 
(Without restricting the generality of s. 
3, there shall be included in computing 
the income of a taxpayer for a taxation 
year —) 


(c) 











The Canadian Chartered Accountant, March, 1954 









(1) the amount deducted in computing 
the income of the taxpayer in the 
preceding taxation year in respect of 
a provision made by the taxpayer for 
an obligation which arose in the reg- 
ular course of the taxpayer’s business 
in a year preceding the taxation year 
and which was not satisfied before 
the end of the taxation year; 


(m) an amount received by the taxpayer 
in a previous taxation year and not 
included in computing the income of 
the taxpayer in a previous taxation 
year that was or reasonably could 
have been earned in the regular 
course of the taxpayer’s business be- 
fore the end of the taxation year; 


(e) that the Act should be amended to pro- 
vide that on the disposal of a business 
or its accounts receivable any reserve for 
doubtful debts deducted in computing 
the vendor’s income in the previous year 
shall only be included in computing his 
income in the year of sale to the extent 
that the consideration received for the 
accounts receivable exceeds the amount 
of the accounts receivable disposed of 
less the amount deducted in respect of 
those accounts in the previous year un- 
der s. 11(1) (e). 


4. RETIREMENT PENSION PLANS: 
DEDUCTIBILITY OF CONTRIBUTIONS 
TOWARDS (S. 11(1)(b) and (g)) 


In the opinion of this Committee it is de- 
sirable that all Canadian citizens should be 
encouraged to make provision for their 
income on retirement out of the earnings of 
their active years. 


RECOMMENDATION: It is recommended that 
the right to make tax-exempt contributions 
toward retirement pension plans be made 
available to all taxpayers, the maximum 
amount of such contributions to be the maxi- 
mum amount which an employer and an 
employee may together contribute under the 
enactments respecting approved pension plans, 
and that if the Minister of Finance thinks 
it necessary, he appoint a committee, upon 
which members of the legal and accounting 
professions amongst others will be honoured 
to serve, to consider and recommend the con- 
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ditions and machinery necessary to the op- 
eration of such an extended scheme. 


5. PENSION AND ANNUITY PAYMENTS: 
DEDUCTION OF SUCCESSION DUTY IN 
DETERMINING TAXABLE AMOUNT 
(Ss. 11(1) (k)) 


In our submissions on the Dominion Suc- 
cession Duty Act (see pages 197 and 198 of 
this brief) we recommend that in the case 
of payments under pension plans and an- 
nuities which terminate on the death of 
the person entitled, succession duty should 
be payable only on the payments actually 
received and should be deductible at the 
source and in connection with that recom- 
mendation, for the reasons set out on page 
197, we make the following recommenda- 
tion with respect to the Income Tax Act. 
RECOMMENDATION: It is recommended that 
the Income Tax Act be amended to provide 
that only the net amount received under a 
pension plan or annuity, that is, the amount 
remaining after deduction at the source of 
the succession duty payable with respect 
thereto, should be treated as income of the 
recipient. 


6. INADEQUATE CONSIDERATIONS: 
ERRONEOUS REFERENCE (S. 17(7)) 


Section 17(7) contains a reference to sub- 
sec. (2) of s. 20. The reference should be 
to subsec. (4) of s. 20. 


7. LEASB-OPTION AGREEMENTS (Ss. 18) 


Under s. 18 property which is the subject 
of a lease-option or similar agreement is 
deemed to be the property of the lessee, who 
is therefore disentitled to deduct the rental 
payments in computing his income but may 
claim capital cost allowances based on the 
price of the property fixed by the agreement. 
This section is intended to prevent the pur- 
chaser from, in effect, writing off the real 
Price as rent in a shorter period of time than 
if he were confined to the capital cost allow- 
ances permitted by the Regulations. It fol- 
lows that if the price (exclusive of rent) 
fixed by the agreement is in fact not less 
than the fair market value of the property 
at the date of the agreement, an inequity re- 
sults from the allowance to the lessee of 
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smaller annual deductions than the rent 
which he pays. 


RECOMMENDATION: It is accordingly recom- 
mended that the provisions of s. 18 should 
not apply in the case of real property if 
the price fixed by the agreement (exclusive 
of rent) is not less than the fair market 
value of the property at the time the agree- 
ment is made. 


8. NON-ARMS LENGTH TRANSFERS OF 
DEPRECIABLE PROPERTY (SECS. 20(4) 
AND 20(1)) 


Under s. 20(4) where depreciable prop- 
erty becomes vested in a taxpayer following 
one or more transactions between persons not 
dealing at arms length, capital cost allow- 
ances continue to be based on the cost of the 
property to the original owner, and if that 
exceeds the actual capital cost of the prop- 
erty to the taxpayer the excess amount is 
deemed to have been allowed to him pre- 
viously by way of capital cost allowances. A 
problem arises where the property so trans- 
ferred has appreciated in value since its ac- 
quisition by the transferor. If the property is 
transferred by him at its undepreciated cap- 
ital cost, a gift tax will be payable because 
the value of the property at the time of the 
transfer exceeds the price at which it was 
transferred. On the other hand, if the 
property is transferred at its fair market 
value s. 20(1) will apply to require the dif- 
ference between fair market value and un- 
depreciated capital cost to be included in 
computing the transferor’s income for the 
year. 


RECOMMENDATION: It is recommended that: 

(a) s. 20(1) should not apply to cases 
which fall within the terms of s. 20(4); 

(b) s. 20(4) be amended to provide that 
in the case of a transfer of property to 
which the subsection applies, the amount 
by which the capital cost of the property 
to the original owner exceeds the un- 
depreciated capital cost of the property 
at the time of the transfer shall be 
deemed to have been allowed to the 
transferee previously by way of capital 
cost allowances. 


9. CHARITABLE DONATIONS OF LIMITED 
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COMPANIES: LIMITATION ON DEDUCTION 
IN TIME AND AMOUNT (S. 27(1) (a)) 


Under s. 27(1) (a) gifts made by a corp- 
oration in a taxation year to recognized 
charities are deductible in computing the 
corporation’s income to the amount of 5% 
of its income for the year. A charitable con- 
tribution is not recognized as an ordinary 
business expense, however, with the result 
that the amount thereof is not taken into 
account in computing the amount of a busi- 
ness loss sustained by the corporation, which 
may be applied against the profit of the 
preceding year and of the five succeeding 
years under s. 27(1) (e). 

In the conditions of today charitable con- 
tributions have in fact become an ordinary 
business expense which virtually every corp- 
oration carrying on business finds it neces- 
sary to make as a member of the community 
in which it operates. Moreover, corpora- 
tions frequently find it necessary to make 
binding commitments to contribute a certain 
amount annually for a number of years to 
charitable bodies planning an expansion of 
their activities. It may thus happen that in 
any year the amount of a corporation's charit- 
able contributions are found at the close of 
that year to exceed the statutory limit, and 
it can claim no deduction in respect of the 
excess in any year. 


The present limitations on the amount of 
charitable donations thus appear to be an un- 
desirable impediment to the encouragement 
of charity and to cause inequity in their 
operation. In the opinion of this Com- 
mittee the complete removal of all restric- 
tions on the deductibility of charitable dona- 
tions of corporations would result in little if 
any loss of revenue. 


RECOMMENDATION: It is accordingly recom- 

mended: | 

(a) that charitable donations be deductible 
under Division B of the Act with the 
consequence that their amount will en- 
ter into the computation of a business 
loss; and 

(b) that the statutory limit on the amount 
of charitable donations of corporations 
be removed. 


10. ASSESSMENT OF BUSINESS LOSSES: 












EXTENSION OF TIME FOR AMENDED RETURN 
(SECS. 27(1) (e) AND 46(5) ) 


Since the Act (s. 46(1)) only requires 
an assessment of tax it follows that no assess- 
ment is required where the taxpayer has suf- 
fered a loss in the taxation year. Inasmuch, 
however, as a taxpayer who suffers a business 
loss in a taxation year has the right to de- 
duct that loss first from the profit of the 
preceding year and the remainder from the 
profits of the succeeding five years, the 
amount of a business loss must in most cases 
eventually be ascertained by the tax authori- 
ties, and the effect of the present law is 
merely to postpone the ascertainment and at 
the same time to deprive the taxpayer for 
one or more years of knowledge of the 
amount of his loss as calculated for tax 
purposes. Sound business planning is ne- 
cessarily affected by the uncertainty which 
exists for that period concerning the tax- 
payer’s tax position, which appears to stem 
solely from the requirement that the Minister 
shall assess tax rather than income. 


Under s. 46(5) a taxpayer who suffers a 
loss in a taxation year has a right to be re- 
assessed for the previous year providing he 
files an amended return for the preceding year 
within one year of the statutory filing date 
for that year. If he fails to file his amended 
return within that period the consequence 
may be total deprivation of the right to off- 
set the loss to the extent of the preceding 
year’s profit, which may be an inordinate 
penalty and is certainly out of line with the 
penalties for late filing. 


RECOMMENDATION: It is accordingly recom- 

mended that: 

(a) the Act provide for the assessment of a 
business loss for a taxation year, such 
assessment to be subject to objection 
and appeal in the ordinary way; 

(b) the Act permit the late filing of an 
amended return under s. 46(5) subject 
to the usual penalty imposed in other 
cases for late filing of returns. 


11. TAX CREDIT ON TAXABLE DIVIDENDS 
FROM PERSONAL CORPORATIONS 
(SECS. 38 AND 67(7)) 


The tax credit to which an individual is 
entitled under s. 38 in respect of dividends 
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received by him in the year from taxable cor- 
porations to the extent that such dividends 
were included in computing his income for 
the year does not extend to dividends received 
by an individual from a personal corporation 
in a year notwithstanding that the dividends 
are required to be included in computing the 
income of the shareholder under s. 67(7). 


RECOMMENDATION: It is recommended that 
the Act be amended to allow a tax credit 
in respect of dividends received by an indi- 
vidual in a year from «2 personal corporation 
to the extent that such dividends are required 
to be included in comruting his income for 
the year under the provisions of s. 67(7). 


12. FOREIGN TAX DEDUCTION: RIGHT TO 
FILE NEW RETURN (SECS. 41 AND 44) 


Under s. 41 of the Act a taxpayer is en- 
titled to deduct an amount in respect of the 
tax paid by him to the government of a 
country other than Canada on his income 
from sources therein for the year. Section 
44 of the Act requires a return of income to 
be filed for each taxation year within 6 
months from the end of a corporation’s tax- 
ation year of, in the case of an individual, 
on or before April 30 in the next year. 

It may well happen, however, that the tax 

payable to a foreign country on income from 
sources therein may not be finally ascer- 
tained or paid until after the time for filing 
a return in Canada has elapsed. If the tax- 
payer files his Canadian return before the 
amount of the foreign tax has been paid he 
loses his right to claim the amount as a 
deduction when it is paid, and if he waits 
to file his Canadian return until the foreign 
tax is paid a demand may be made upon him 
to file a return and so deprive him of his 
right to the deduction. 
RECOMMENDATION: It is accordingly recom- 
mended that s. 44 be amended to permit a 
supplementary return to be filed to claim the 
deduction authorized by s. 41 where the tax 
to the foreign country is ascertained subse- 
quent to the date for filing the return for 
the taxation year or the assessment for the 
year for which the return was filed, which- 
ever is later. 


13. CONTENTS OF NOTICES OF ASSESSMENT 
(Ss. 46(2)) 


Most taxpayers are unaware of the condi- 
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tions governing the right of appeal from 
an income tax assessment. 
RECOMMENDATION: It is recommended that 
every notice of assessment state that a tax- 
payer has a right to object to the assessment 
by filing a notice of objection with the Min- 
ister within 60 days of the date of the notice 
of assessment. 


14. LIMITATION ON MINISTER’S POWER TO 
RE-ASSESS (S. 46(4) ) 


Under s. 46(4) the Minister is empowered 
to re-assess or make additional assessments 
within 6 years from the day of an original 
assessment except where the taxpayer or per- 
son filing the return made “any misrepresen- 
tation or committed any fraud” in filing the 
return or supplying information under the 
Act. In either of those cases the right to 
re-assess is umrestricted in time. In our 
opinion a taxpayer who is innocent of any 
wrongful conduct, whether of omission or 
commission, should not be liable to re-as- 
sessment after six years from the date of fil- 
ing of his return. Moreover, in the opinion 
of this Committee there should be no right 
to re-assess or to make an additional assess- 
ment simply because of a change in policy or 
some other change in circumstances occurring 
subsequent to the date of the original assess- 
ment or where the original assessment was 
made in full knowledge of all the relevant 
facts and there was no fraud or wilful defauit 
on the part of the taxpayer. 


RECOMMENDATION: It is accordingly recom- 
mended that s. 46(4) be amended to pro- 
vide that the Minister may re-assess or make 
an additional assessment 


(a) at any time if there has been fraud 
or wilful default by or on behalf of the 
taxpayer in filing his return or supplying 
information under the Act, and 

(b) within 6 years from the day of filing 
the return if the Minister discovers that 
an amount which ought to have been 
included or ought not to have been 
deducted in computing the taxpayer's 
income was not included or was de- 
ducted, as the case may be, in the 
taxpayer’s return, or that the taxpayer 
did not supply full and proper informa- 
tion under the Act. 
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15. MONTHLY INSTALMENTS OF TAX PAY- 
ABLE BY CORPORATIONS (SECS. 50(1), 
54(2) AND (4)) 

A corporation is required by s. 50(1) to 
make monthly payments on account of its 
tax commencing six months before the close 
of the taxation year. The first six monthly 
payments are to be computed by reference 
either to the corporation’s estimated taxable 
income for the year or to its taxable in- 
come for the immediately preceding year, but 
the succeeding five monthly payments must 
be based on the corporation’s actual taxable 
income for the year. Under s. 54(2) and 
(4) interest at 6% per annum is payable 
on the amount by which any instalment is 
deficient. No problem arises in connection 
with the first six instalments, computed as 
they may be by reference to the actual in- 
come of the corporation for the previous 
year, the amount of which, in the great ma- 
jority of cases at least, is known to the 
corporation; but a difficulty does arise in 
connection with the remaining instalments 
which must be computed by reference to the 
actual taxable income of the corporation for 
the taxation year. The difficulty arises be- 
cause for most corporations about three 
months after the close of a corporation’s fi- 
nancial year are required to prepare the com- 
pany’s financial statements for the year, and 
until then the corporation cannot know what 
its taxable income for the taxation year will 
be. In this situation it is impossible for 
the corporation to calculate the monthly in- 
stalments in accordance with the statutory 
requirement, and it seems unjust that it 
should be penalized if it fails to do so. 
RECOMMENDATION: It is accordingly recom- 
mended that a corporation should be entitled 
to compute the first nine monthly instalments 
on account of tax by reference to its esti- 
mated income for the year or its actual in- 
come for the previous year, whichever is 
lower. 


16. INTEREST ON UNPAID TAXES: TIME 
LIMIT (S. 54(6)) 


Under s. 54(6) no interest is payable on 
the amount of unpaid taxes from the ex- 
piration of one year from the date of filing 
the return until 30 days after the notice of 
original assessment is mailed. 


The practice 


of issuing notices of assessment immediately 


after receipt of the taxpayer’s return of 
income and later issuing a revised assessment 
for additional tax has the effect of depriving 
the taxpayer in such cases of the relief which 
it was manifestly the intention of Parliament 
to grant him. 


RECOMMENDATION: It is accordingly recom- 
mended that s. 54(6) be amended by substi- 
tuting the words “assessment establishing the 
amount of unpaid taxes” (i.e. the assessment 
giving rise to the additional tax) for the 
words “original assessment”. 


17. STOCK OPTIONS TO EMPLOYEES OF 
CORPORATIONS (S. 85A) 


Section 85A provides for the taxation of 
the benefit resulting to an employee of a cor- 
poration in connection with an option given 
to him by the company to acquire shares 
in the corporation or of a corporation with 
which the former does not deal at arms 
length. The benefit accruing to the em- 
ployee is deemed by the section to have been 
received by the employee in virtue of his 
employment in all cases, and thus the benefit 
is taxable under s. 85A even though the 
right to acquire shares was not in fact con- 
nected with the employment but was made 
available to all shareholders, of whom the 
employee is one. 


RECOMMENDATION: It is accordingly recom- 
mended that s. 85A be limited in application 
to cases where the right to purchase shares 
was acquired by an employee of a corpora- 
tion by virtue of his office or employment. 


18. THE INCOME TAX APPEAL BOARD: 
CONSTITUTION (S. 86) 


In the opinion of this Committee an im- 
mediate reform required in the constitution of 
the Income Tax Appeal Board is that its 
members be appointed by the Governor-Gen- 
eral to hold office during good behaviour on 
the same basis as all other Judges of Courts 
of Law. 


In the opinion of this Committee the 
membership of the Income Tax Appeal Board 
should be increased immediately to its full 


strength. 


19. APPEALS TO INCOME TAX APPEAL 
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BOARD: REPLY TO NOTICE OF APPEAL 
(Ss. 89) 

While the respondent to an appeal to the 

Exchequer Court under the Income Tax Act 
is required by s. 99(1) to serve on the ap- 
pellant and file a reply to the notice of ap- 
peal, admitting or denying the facts alleged 
and setting forth his own case, there is no 
like requirement in the case of an appeal to 
the Income Tax Appeal Board, although it is 
in fact the Minister’s practice to file a reply 
to the notice of appeal. It is of course the 
accepted practice in all courts of record that 
the issues should be defined by way of plead- 
ings served and filed in advance of the hear- 
ing. 
RECOMMENDATION: It is accordingly recom- 
mended that s. 89 be amended along the 
lines of s. 99(1) to require the Minister to 
file a reply to the taxpayer’s notice of ap- 
peal prior to the hearing. 


20. RELATED COMPANIES: DEFINITION OF 
“ARMS LENGTH” (SECS. 139(5)(c), 39(4), 
12(3), 20(4) AND 28(3)) 


Section 139(5) of the Act declares in 
para. (a) that a corporation and a person or 
one of several persons by whom it is di- 
rectly or indirectly controlled, and in para. 
(c) that persons connected by blood rela- 
tionship, marriage or adoption, shall... . be 
deemed not to deal with each other at arms 
length. It has been held that this enactment 
creates an irrebuttable conclusion that the 
dealings referred to are not at arms length. 

Under s. 39(4) one corporation is related 
to another (and therefore disentitled to the 
lower rate on $20,000 of its income) if, at 
any time in the taxation year .... (b) 70% 
or more of all the issued common shares of 
each of them is owned directly or indirectly 
by ... . (iii) persons not dealing with 
each other at arms length one of whom 
owned directly or indirectly one or more of 
the shares of each of the corporations. This 
Provision in conjunction with s. 139(5) con- 
clusively deems corporations to be related to 
each other when they may be in fact com- 
pletely independent. 


In addition, the irrebuttable conclusion of 
s. 139(5)(c) that dealings between certain 
persons are not at arms length, affects: 
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(1) outlays or expenses otherwise deductible 
if payable to a person with whom the 
taxpayer was not dealing at arms length 
if the amount is not actually paid with- 
in one year after the end of the taxation 
year (s. 12(3)); 

(2) the basis of calculating the capital cost 
of and the amount recaptured on the 
disposal of depreciable assets which 
have at any time been the subject of 
transactions between persons not deal- 
ing at arms length (s. 20(4)); 


(3) the amount deductible by a corpora- 
tion in respect of dividends received 
from another corporation if more than 
50% of the issued share capital of the 
paying corporation belongs to the re- 
cipient corporation or to the recipient 
corporation and persons with whom the 
latter does not deal at arms length (s. 


28(3)). 


RECOMMENDATION: It is accordingly recom- 
mended that s. 139(5) be amended by sub- 
stituting a rebuttable presumption for the 
irrebuttable conclusion in the circumstances 
described by paras. (a) and (c). 


21. CAPITAL COST ALLOWANCES OF 
CORPORATIONS LINKED TO ACCOUNTS 
(1.T. REG. 1100(4) ) 


Under reg. 1100(4) a corporation can 
claim a deduction for capital cost allowances 
as authorized by the Act and Regulations to 
the extent that the amount claimed is re- 
corded in its books and reflected in its finan- 
cial statements. In many cases companies 
under the pressure of high tax rates and the 
need for capital must take advantage of every 
opportunity to obtain or retain funds, and 
accordingly claim the maximum capital cost 
allowances permitted. Unfortunately, how- 
ever, the rules relating to capital cost allow- 
ances, as well as the maximum rates permit- 
ted and the reducing balance method of ap- 
plying them, are often divergent from the 
rates and methods which, in accordance with 
soundly based accounting principles, relate to 
depreciation allowances. In many cases the 
divergence is quite marked. If the statutory 
capital cost allowances which a company may 
deduct are substituted for proper depreciation 
allowances computed according to accounting 





196 


principles, the financial position of the com- 
pany may be seriously distorted. 

This distortion of reported earnings is 
particularly apparent in the case of those 
companies which, in addition to normal “re- 
ducing balance” allowances, are permitted to 
deduct “accelerated” allowances under cer- 
tificates granted by Order in Council P.C. 816 
in respect of expenditures incurred on defence 
projects. 

Where allowances are claimed on facilities 
under construction, as the regulations per- 
mit, the reported annual earnings of a com- 
pany may be materially reduced during a 
period in which the assets are not yet pro- 
ducing income, and in subsequent years when 
increased income results from the productivity 
of such assets, capital cost allowances may 
be materially reduced (having been pre- 
viously charged on the books to permit a tax 
deduction) with the result that reported earn- 
ings for such years are greater than they 
would otherwise be. The effect of this reg- 
ulation is thus to compel a discrepancy for 
a long period of years between the reported 
profits of a company and the profits ascer- 
tained in accordance with proper business 
and accounting practice. 

lf, as has been stated, the object of reg. 
1100(4) was to place a brake on the amount 
of capital cost allowances claimed by corpora- 
tions by subjecting them to the accounting 
principles relating to depreciation allowances, 
we do not believe that it has achieved that 
object. On the contrary, it has served only 
to distort reported profits. 


In our opinion, while the revocation of reg. 
1100(4) would likely have little effect on 
the amount of corporation tax collected, it 
would immediately have a most beneficial ef- 
fect on financial reporting. 
RECOMMENDATION: It is accordingly recom- 
mended that reg. 1100(4) be revoked. 


22. LEASEHOLDS, PATENTS, FRANCHISES, 
CONCESSIONS, LICENCES (I.T. REG. 
1100(1) (b) ) 


Under reg. 1100(1)(b) the capital cost 
allowance for leasehold property is computed 
separately in respect of each property and on 
a straight-line basis. although all of such 
leasehold property constitutes one class under 
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class 13 of Schedule B. The same is true of 
patents, franchises, concessions and_ licences 
described in class 14 of Schedule B. Under 
s. 20(1) and reg. 1100(3), however, all of a 
taxpayer’s property of one of the classes des- 
cribed is lumped together for the purpose of 
recapturing capital cost allowances and claim- 
ing a terminal allowance. 
RECOMMENDATION: It is recommended that 
each item of property described in classes 
13 and 14 of Schedule B constitute a separate 
class so that the recapture and terminal pro- 
visions, as well as the percentage deduction 
provision, shall apply to each property sep- 
arately. 


23. CAPITAL COST ALLOWANCE FOR LEASE- 
HOLDS (1.T. REG. 1100(1) (b) and 1100(6) ) 


Under regs. 1100(1) (b) and 1100(6) the 
capital cost allowance in respect of long-term 
leasehold property may be less than the allow- 
ance permitted under reg. 1100(1) (a) which 
would otherwise be applicable. 
RECOMMENDATION: It is therefore recom- 
mended that a taxpayer to whom reg. 1100 
(1)(b) applies have the option of claiming 
capital cost allowances either under reg. 
1100(1) (a) or 1100(1)(b). 


24. ALTERATIONS TO LEASED PROPERTIES: 
EXCLUSION FROM CAPITAL COST ALLOW- 
ANCES (I.T. REG. 1102(4)) 


Expenditure by a landlord on alterations of 
a substantial nature to a leased building can- 
not be written off by the landlord over the 
term of the lease. Expenditures of this na- 
ture can only be written off by him at the 
rates applicable to freehold property, which 
causes injustice where the alteration to the 
building was made to meet the special require- 
ments of a particular lessee and is of no 
value to the landlord or a subsequent tenant 
upon the expiration of the first tenant's 
lease. 


RECOMMENDATION: It is accordingly recom- 
mended that alterations of a substantial nature 
to leased premises which are made by a land- 
lord to meet the requirements of a particular 
tenant should constitute a separate class for 
the purpose of capital cost allowances (at the 
rate applicable to the particular class of build- 
ing), with the consequence that if the altera- 
tions prove to have no value at the termina- 
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tion of the lease the portion of the capital 
cost not written off at that time may be claim- 
ed by him under reg. 1100(3). 


25. DEFERRED DEPRECIATION ON LEASEHOLD 
INTERESTS (1.T. REG. 1107(7)) 
Where a taxpayer whose 1953 taxation 
year commenced prior to January 1, 1953, 
acquired a leasehold interest subsequent to 
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December 31, 1952, capital cost allowances 
in respect thereof are still deferred. 
RECOMMENDATION: It is accordingly recom- 
mended that the regulation be amended to 
ensure that capital cost allowances may be 
claimed in respect of a leasehold interest 
acquired subsequent to December 31, 1952 
in the same way as in respect of other pro- 
perty acquired after that date. 


B. THE DOMINION SUCCESSION DUTY ACT 


1. VALUATION OF GIFTS MADE PRIOR TO 
DATE OF DEATH (S. 2(a)) 


Gifts which are brought into account for 
the purposes of The Dominion Succession 
Duty Act are now valued as of the date of 
death. Where the property given has greatly 
appreciated in value and the donee is no 
longer in possession of the property given, 
considerable hardship is thus worked on the 
donee- (or the estate if it is made liable for 
all succession duties). This hardship is 
avoided where a donor gives money but not 
all donors are so far sighted or well advised 
and it seems wrong to exact what may be 
a very much heavier tax simply because a 
donor was not well informed. If gifts were 
valued as of the date when made, the above 
noted hardship would be avoided, the value 
for succession duty purposes would be fixed 
for all time and the tax liability thus deter- 
mined, with certainty, in advance. It is to 
be noted that the principle of looking to the 
date of the gift seems to have already won 
Government recognition; vide s. 3(1) (k). 
RECOMMENDATION: It is therefore recom- 
mended that The Dominion Succession Duty 
Act be amended in such manner as to permit 
the valuation of gifts as of the date they 
are made. 


2. PAYMENTS UNDER PENSION PLANS AND 
ANNUITIES (SECS. 3(1)(g) and 35) 


Payments under pensions may now be sub- 
ject to duty under s. 3(1)(g). When duti- 
able, they are valued by multiplying the an- 
nual amount of the pension by a factor de- 
pending upon the age of the beneficiary and 
the value thus determined partly fixes the 
rate of duty. The duty is payable in four 


annual consecutive instalments, the first of 
which is due one year after the death of the 
deceased. Even well drawn wills often do 
not provide for the payment out of the cap- 
ital of the estate of the duties exigible with 
respect to pensions. Liability for the duty is 
therefore usually that of the recipient, who, 
it is to be noted, is also liable to income tax 
in respect of the pension. The tax burden 
of the recipient of the pension is therefore 
excessively heavy. Furthermore, the recip- 
ient may die at an early date and will thus 
have paid, or remain liable for payment of, 
a duty on property which never existed, or 
at least never existed to the extent assumed 
at the time the calculation of duty was made. 


Similar remarks apply to annuities term- 
inating on the death of the beneficiary. 


If the rate of succession duty calculated in 
the ordinary way with respect to a pension or 
annuity were applied only to payments actu- 
ally received and the duty thus calculated 
were deducted at source for the duration of 
the payments, and if only the net amount 
were subject to income tax, the excessive and 
sometimes inequitable tax burden above men- 
tioned would be largely eliminated. 
RECOMMENDATION: It is therefore recom- 
mended that 
(a) The Dominion Succession Duty Act be 

amended in such manner that in respect 
of pensions under approved (including 
statutory) pension plans and of annui- 
ties, under which payments terminate on 
the death of the person entitled thereto, 
duty at a percentage rate, calculated in 
the same manner as at present, will be 
payable only on payments under such 





pension plans or annuities which are 
actually received, such duty to be de- 
ducted at source; 

(b) The Income Tax Act be amended to pro- 
vide that only the net amount received 
under a pension plan or annuity, that 
is to say, after deduction at source of 
the succession duty payable with respect 
thereto, be treated as income of the re- 
cipient. 


3. AMOUNT OF EXEMPTION (S. 7) 


It is recommended that The Dominion 
Succession Duty Act be amended in such man- 
ner as to exempt from its application pro- 
perty devolving under a will or on intestacy 
to the value of $50,000 so that only that por- 
tion of an estate in excess of $50,000 is sub- 
ject to duty at graduated rates. 


4. INTEREST ON PRE-PAID DUTIES (S. 24) 


The allowance of interest under the On- 
tario Succession Duty Act on prepaid duties 
has been found to accelerate the collection of 
tax and to improve the administration of the 
Act from the viewpoint of the Department 
and of the estate. 

RECOMMENDATION: It is recommended that 
the Dominion Succession Duty Act be amend- 
ed to allow interest on prepaid duties. 
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5. RELEVANCE OF INCOME TAX IN VALUING 
PROPERTY (S. 34(3) ) 


Section 34(3), which was enacted in 1952, 
provides that the fair market value of all 
property shall be determined for the pur- 
poses of the Dominion Succession Duty Act 
without allowance or deduction for income 
tax. This provision affects the valuation of 
shares of closely-held companies, of annui- 
ties and interests in pension funds and pos- 
sibly of other assets. It is inconsistent with 
recognized principles for the determination of 
fair market value since prospective income 
tax liability is always taken into account by 
vendors and purchasers in arriving at the 
price which they would be willing to accept 
or pay for property. The assets of a closely- 
held company cannot be enjoyed by the es- 
tate or beneficiaries of a deceased until in- 
come tax has been paid either at the per- 
sonal rates or at the special 15% rate on the 
undistributed income of the company. The 
result of s. 34(3) will accordingly be to 
overvalue such shares. It may be observed 
that the Ives Commission recommended (see 
pages 43, 47, and 67-8 of the Ives Report) 
that income tax liability be taken into ac- 
count in valuing pensions and shares of 
closely-held companies. 

RECOMMENDATION: It is accordingly recom- 
mended that s. 34(3) be repealed. 


C. THE EXCISE TAX ACT 


1. DEFINITION OF “SALES PRICE” (S. 
29(1) (f)) 

The definition of “sales price” in s. 
29(1) (f£) is defective in that it fails to take 
into account concessions allowed for many 
years by the Excise Branch in the form of 
wholesale discounts and similar arrangements 
whereby manufacturers selling directly to re- 
tailers or consumers pay tax upon a price 
which is less than the actual selling price. 
As these afrangements appear to be neces- 
sary for the equitable enforcement of the Act, 
it is most desirable to give them a firm legal 
basis, so that an aggrieved taxpayer may have 
recourse to the Courts, in the event of a 
dispute concerning the rate of wholesale dis- 
count to be allowed on related matters. The 


actual form which an amendment should 





take may perhaps be the subject of further 
study, once this matter is accepted in prin- 
ciple. We recommend for your considera- 
tion, however, the following, which is essen- 
tially the draft amendment to s. 29(1) (f) 
which was discussed at the last Canadian Tax 
Conference, and which reads as follows: 


“Manufacturer’s sale price” for the pur- 
pose of determining the consumption of 
sales tax, means the aggregate of: 


(i) (A) on a sale by a manufacturer or 
producer to an independent 
wholesaler, the amount charged 
as price, or 


on a sale by a manufacturer or 
producer to a purchaser who is 
not a wholesaler, the lowest 


(B) 
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price for which the manufactur- 
er or producer regularly sells 
his taxable goods of like qual- 
ity and value in representative 
quantities in the ordinary 
course of business to independ- 
ent wholesalers at the time 
when the sale is made, provid- 
ed that a substantial proportion 
of total saies of the article are 
made in this way, or 

(C) where a substantial proportion 
of total sales of the goods of 
like quality and value are not 
regularly made to independent 
wholesalers, the lowest price 
for which the manufacturer or 
producer would regularly sell 
his taxable goods of like qual- 
ity and value in representative 
quantities in the ordinary course 
of business to independent 
wholesalers at the time when 
the sale is made, if sales of this 
mature were made, such price 
to exclude any amount payable 
as tax under this Act; 


(ii) Amy amount that the purchaser is 
liable to pay to the vendor by rea- 
son of or in respect of the sale in 
addition to the amount charged as 
price (whether payable at the same 
or some other time) including 
without limiting the generality of 
the foregoing, any amount charged 
for, or to make provision for, ad- 
vertising, financing, servicing, war- 
fanty, commission or any other mat- 
ter; and 

(iii) The amount of excise duties pay- 
able under the Excise Act whether 
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the goods are sold in bond or not, 
and in the case of imported goods, the 
sale price shall be deemed to be the duty 
paid value thereof. 
For purposes of this definition, “represen- 
tative quantities” shall mean the quanti- 
ties typically ordered by wholesalers in 
the trade or industry in question, or in a 
trade or industry in which sales are not 
regularly made to wholesalers, the quan- 
tities in which it is reasonable to assume 
sales would be made to wholesalers, if 
sales were regularly made to them. 


2. CRIMINAL PENALTY FOR FAILURE 
TO REMIT (S. 53) 


The general scheme of the Excise Tax Act 
is to make sales and excise taxes a civil debt 
owed by the licensee to the Crown, whether 
or not the licensee is able to collect the tax 
from his customers. It does not make them 
trust funds which the licensee is liable to turn 
over intact to the Crown, if, as and when col- 
lected from the customers. Liability to pay 
sales or excise taxes, therefore, resembles the 
ordinary civil liability for income tax rather 
than employees’ income tax deductions. Ac- 
cordingly, it seems objectionable to enforce 
a criminal penalty for non-payment of sales 
and excise taxes. 


RECOMMENDATION: It is therefore recom- 
mended that s. 53 of the Excise Tax Act be 
repealed in toto. 


3. RIGHT OF APPEAL (SECS. 57 and 58) 


In the opinion of the Committee an appeal 
procedure should be established similar to 
that provided by secs. 58, 59 and 60 of the 
Income Tax Act for the appeal of assess- 
ments under the Excise Tax Act. 
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RECENT TAX CASES 





Wilson v. M.N.R. 
(Exchequer Court of Canada, Cameron J]., November 21, 1953) 


Charge on Property — Bequest of land and business subject to devisee covenanting 
to pay annuity — Whether payment equivalent to rent — IWTA s. 6(1)(a) 


and (b), ITA s. 12(1)(a) and (b) 


Appellant’s father, who during his 
lifetime carried on a business under the 
name of “W. and J. Wilson’ on certain 
land which he owned in Victoria, died 
in January 1945. By his will he devised 
and bequeathed to appellant the land re- 
ferred to and the business carried on 
there as a going concern conditional upon 
appellant entering into a covenant with 
testator’s widow and executors to pay the 
widow $500 a month for life and all 
taxes and other incidental expenses on 
testator’s residence. The will further de- 
clared that the said land was to be charg- 
ed with the performance of the covenants 
and that the title thereto should remain 
in the names of testator’s trustees during 
his widow’s lifetime, but that the son 
might require the trustees to sell the land 
and to purchase another business but if 
not so used the proceeds were to be in- 
vested and the income therefrom paid to 
appellant subject to the performance of 
his covenants, and on the widow’s death 
the capital thereof was to be paid to ap- 
pellant. Finally, it provided that if the 
son failed to carry out the terms of the 
will within a stipulated time the trustees 
were to sell and convert the land and 
business into money and to set aside a 
sum sufficient to pay the widow the 
monthly sum of $500 for life and the 
taxes and other incidental expenses on 
testator’s residence and to pay the re- 
mainder to appellant and on the widow’s 
death to pay him the capital retained and 
invested as above mentioned. Appellant 
accepted the gift, made the covenants re- 
quired by the will, and carried on the 
business under the name ““W. and J. Wil- 
son” as sole proprietor, the title to the 





land on which the business was carried 
on being held in the name of his father’s 
executors in accordance with the will. In 
his tax returns for 1946, 1947, 1948 and 
1949 appellant claimed as deductions the 
amounts paid to his mother pursuant to 
his covenants, contending that they were 
expenses of the business as being rent or 
analagous to rent. 

Held, appellant was the beneficial owner 
of the property under the will and not 
the tenant thereof, and the payments 
made by him to his mother pursuant to 
his covenants were not rent or analagous 
to rent. It was immaterial that the pay- 
ments were charged to the account of the 
business rather than to appellant person- 
ally: the obligation to make the payments 
under the will was an obligation personal 
to appellant, and the disbursements 
made were in satisfaction of his personal 
obligation and not for the purpose of 
earning the profits of the business: MNR 
v. Dom. Natural Gas Co. [1941] S.C.R. 
19, per Crocket J., citing Lord Davey’s 
famous dictum in Strong v. Woodifield 
[1906] A.C. 448. Even if, as contend- 
ed, the payments were necessary to pre- 
vent the possible removal of the business 
from its location, the expense was not 
incurred for the production of income: 
Dom. Natural Gas Co. v. MNR, per 
Duff C.J.C., citing Ward v. Com. of T. 
[1923] A.C. 145. See also Calvert v. 
Com. of T. (1927-8) 40 C.L.R. 142. 
The disbursements in question were 
therefore barred from deduction by 
IWTA s. 6(1) (a) and ITA s. 12(1) (a) 
for the relevant years. In addition, the 
payments were in effect instalments of the 
purchase-price of the property devised 
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and bequeathed to appellant and were 
therefore expenditure of a capital nature 
and barred from deduction by IWTA s. 
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6(1)(b) and ITA s. 12(1)(b) for the 
relevant years. 


Appeal dismissed 


Eli Lilly & Co. (Canada) Ltd. v. M.N.R. 
(Exchequer Court of Canada, Thorson P., November 30, 1953) 
Reduction of trading debt—Fluctuations in foreign exchange—Whether reduc- 
tion a profit of business—IWTA s. 3 


Business Expense—Contribution to trade research association—A charitable 
donation—IWTA s. 5(1) (jj) 


Appellant company which was the 
wholly-owned subsidiary of a U.S. com- 
pany, was engaged in the business of 
manufacturing, importing, and selling 
drugs and chemical products. Appellant 
purchased raw materials from its U.S. 
parent, the price being payable in U.S. 
dollars. During the wartime period 
September 15, 1939 to December 31, 
1945 the U.S. dollar was at a premium 
of 1014,% over the Canadian dollar, and 
in its financial statements for each of its 
financial periods during that time ap- 
pellant showed its debt for raw mater- 
ials purchased from its parent in U.S. 
dollars plus the premium of 1014% ne- 
cessary to satisfy the debt in Canadian 
dollars. In each of those years it claim- 
ed and was allowed a deduction for tax 
purposes of the amount of the exchange 
premium as an operating expense. As 
at December 31, 1945 the total amount 
of the debt in U.S. funds was $640,978 
and the exchange premium necessary to 
pay it in Canadian dollars amounted to 
$67,302, a total in Canadian funds of 
$708,280. On July 5, 1946 the Cana- 
dian dollar rose to parity with the U.S. 
dollar, whereupon appellant paid the 
above debt to its U.S. parent by issuing 
to it additional capital stock in appellant 
company, that is, in effect it satisfied 
the obligation standing at $708,280 in 
its accounts for $640,978. In its profit 
and loss account for that year the amount 
of the exchange premiums, previously 


shown as a liability, was shown as an 
item of income under the head, ‘Foreign 
exchange premium reduction’’; but in its 
income tax return it claimed that it was 
entitled to deduct this amount as a cap- 
ital profit from what would otherwise be 
its taxable income. The Minister, how- 
ever, assessed the company to tax in res- 
pect of the amount of the reduction in 
its foreign exchange liability. Appel- 
lant’s appeal to the ITAB was dismissed 
by Mr. Fisher (sub nom. 12 v. MNR 
[1951] Tax Rev. 90) and it appealed 
to the Exchequer Court. 


Held, the appeal must be dismissed. In 
paying its past indebtedness with fewer 
dollars than would have been required if 
the Canadian dollar had not risen to par 
with the U.S. dollar appellant realized a 
profit at that time which was a profit 
from its trade or business within the 
meaning of IWTA s. 3. It was not a 
fortuitous or capital profit but a profit 
which came to appellant in the course of 
its business and increased the amount 
of its distributable profits without affect- 
ing its capital position. 

This was not a case of forgiveness or 
release of a past indebtedness by a cred- 
itor of appellant, and accordingly the 
decision in British-Mexican Petroleum Co. 
v. Jackson (HL.) 16 T.C. 570 is not 
applicable. 

Appellant having admitted in its accounts 
for 1946 that the reduction in its foreign 
exchange premium liability was an item 





202 





of income it could not be heard to say 
that it did not receive any such income 
in that year. 

The fact that appellant was allowed a 
deduction in computing its taxable in- 
come in previous years for the amount of 
the foreign exchange required to meet the 
trade debts incurred in those years was 
not relevant, for not only did appellant 
have no right under the IWTA to a de- 
duction of expenses not actually laid out 
or expended: see Trapp v. MNR [1946] 
Ex. C.R. 245, but in any event the valid- 
ity of an assessment does not depend on 
what a taxpayer did in the past or what 
the tax authorities allowed him to do but 
on the existing facts and the applicable 
law. Because appellant had obtained a tax 
benefit when the rate of exchange was 
against it, it did not follow that it should 
carry a tax burden when the exchange 
was in its favour in order to prevent it 
from being unjustly enriched. 

a . @ 


Appellant also appealed against the 
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disallowance of an expenditure of $2,500 
paid by it to a Canadian foundation for 
the advancement of knowledge in a field 
closely related to its business. The foun- 
dation had been organized by an inter- 
ested group in the industry to bring 
themselves up to date and keep abreast 
of newer knowledge in the field and to 
make that knowledge available to past 
graduates, to assist schools engaged in | 
teaching the subject, and also to keep 
abreast of newer developments which 
might occur. Appellant contended that 
this was a business expenditure having a 
direct bearing on the production of its 
income by making available more fully- 
qualified specialists in its field, etc. 
Held, affirming the decision of the ITAB, 
the expenditure was not a deductible bus- 
iness expense but a donation and deduct- 
ible as such only to the extent of the 
limit allowed by IWTA s. 5(jj). 
Appeal dismissed 


INCOME TAX APPEAL BOARD CASES 


Fabio Monet Esq., Q.C. (Chairman), Cecil L. Snyder Esq., Q.C. (Assistant Chairman) 
W. S. Fisher Esq., Q.C. and R. S. W. Fordham Esq., Q.C. 


133 v. M.N.R. 


Foreign Exchange Profit — Foreign Ex- 
change permits — Selling benefit there- 
of to others — Whether a capital gain 


Appellant company was a manufac- 
turer of clothing which upon occasion 
imported goods from the United States 
for which it was required to obtain a 
permit under the Emergency Exchange 
Conservation Act, 1948 (Can.), c. 7 to 
enable it to acquire the necessary U.S. 
funds. In 1949 and 1950 appellant re- 
ceived such permits every three months, 
apparently as a matter of course, but as 
it did not require any goods from the 
U.S. during those years, it made the 
benefit of its permits available to other 





manufacturers, charging them a premium 
equivalent to 10% and sometimes 15% 
of the amount of foreign exchange ac- 
quired under the permits, which were 
non-transferable. In 1949 the premiums 
amounted to $2,100 and in 1950 $1,900. 
Appellant was assessed to income tax in 
respect of these amounts. 


Held (Mr. Fordham), the transactions 
resulting in the above gains were com- 
mercial transactions effected in the 
course of appellant's business, for whose 
benefit the permits were intended, and 
the amounts in question were therefore 
chargeable under the Income Tax Act. 
Eli Lilly & Co. (Can.) v. MNR [1954] 
1 Tax Rev. 201, followed. 


Dee 8/53 Dismissed 
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137 v. M.N.R. 


Foreign Exchange Profit — Trading 
company — Foreign goods paid for out 
of foreign loan — Devaluation of 
foreign currency — Intention to make 
profit — Whether capital or income 


Appellant company, a manufacturer, 
made large purchases of goods in Great 
Britain for use in its manufacturing op- 
erations. Prior to 1948 appellant's prac- 
tice was to pay for these goods by re- 
mitting funds promptly to Great Britain, 
but towards the end of 1947, in the be- 
lief that the pound sterling would soon 
be devalued, appellant arranged for a 
line of credit up to £250,000 with a 
bank in England, and thereafter when 
it purchased goods from British sup- 
pliers it directed its banker in England 
to issue a cheque to the supplier in pay- 
ment for the goods and debit the amount 
thereof against appellant's line of credit. 
Appellant at all times had sufficient 
funds in Canada to pay for the goods 
so purchased, but the intention of its 
officers was to make a profit when, as 
they expected, the pound sterling should 
be devalued.. In September, 1949 the 
pound sterling was devalued from $4.- 
04 to $3.0875, and shortly afterwards 
appellant paid off its indebtedness to the 
Bank by remitting Canadian funds. By 
reason of the devaluation of the pound 
it was enabled to liquidate its indebt- 
edness for $169,615 less than before 
the devaluation of the pound. It was 
assessed to income tax in respect of this 
amount for 1949 and appealed, contend- 
ing that it was a capital profit. 


Held (Mr. Fisher), the profit was made 
on the repayment of a loan of borrowed 
capital and was therefore a capital profit. 
The goods which appellant purchased 
were paid for promptly, and the fact 
that they were paid for out of moneys 
borrowed from a bank did not bring the 
loan into the category of ordinary day- 
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to-day transactions carried on by the 
company: it was not part of its busi- 
ness to deal in foreign exchange. 


Jan 4/54 Allowed 


121 v. M.N.R. 


Computation of Business Profits — Cash 

Method Not Permissible — Acceptance 

by Minister of Cash Method — ITA 
(1951) s. 14(1) 


Appellant company completed its first 
fiscal year on January 31, 1951, and in 
its tax return for that year claimed a de- 
duction of $4,240.92 for uncollected ac- 
counts, described in its accompanying fi- 
nancial statement as a ‘‘provision for un- 
collected accounts”. The Minister dis- 
allowed the deduction, and appellant ap- 
pealed contending (1) that under the 
ITA it was entitled to employ the cash 
basis of computing its profit and (2) 
that the Minister had accepted that 
method of computation in appellant's 
case and accordingly ITA s. 14(1) en- 
titled appellant to employ that method. 
This contention appeared to be founded 
on the circumstance that the notice of as- 
sessment for 1951 was issued after ap- 
pellant’s 1952 return was filed. 


Held (Mr. Fordham), the appeal must 
be dismissed. (1) While the ITA does 
not stipulate use of either the cash basis 
or the accrual method of accounting, gen- 
eral principles of income tax law require 
that the accrual basis be employed: Tan- 
ner Bldg Supplies Ltd. v. MNR, 51 
DTC 26, 3 T.A.B.C. 218, explained. 
(2) The fact that appellant's 1952 return 
was on file with the Minister when the 
notice of assessment for 1951 was is- 
sued did not imply that the Minister had 
wholly accepted appellant’s accounting 
method for the years 1951 and 1952. 
(3) The ITA doec not specifically auth- 
orize a deduction of a “provision for 
uncollected accounts” as it does for a 
“reserve for bad debts”. 


Ont, Oct 8, 1953 Dismissed 








Robinson v. M.N.R. 
Douglas v. M.N.R. 


Income or Capital Gain—Partners in 
stock brokerage firm—Profits made on 
dealings in shares of company—Not 
income 


R, D, and M carried on business as 
stockbrokers in partnership. In the fall 
of 1946 M, with the knowledge and 
approval of his partners, purchased a 
controlling interest (42,100 common 
shares, being 42% of the total issued 
common stock) in a manufacturing com- 
pany, the partnership assets being pledg- 
ed to obtain the credit necessary to pur- 
chase the shares, which were registered 
in M’s name. M became president of the 
company and devoted a large part of his 
time to its management rather than to the 
conduct of the partnership, and in De- 
cember 1947 he expressed his dissatisfac- 
tion with the partnership business, at the 
same time claiming the shares in the 
manufacturing company to be his person- 
al investment. The other partners dis- 
puted this contention and at length on 
May 28, 1948 the three partners agreed 
that the partnership should be dissolved 
and that M would give an option to R 
and D to purchase the 42,100 shares for 
$50,000 plus the assumption by R and D 
of a bank loan thereon of $51,611 and 
accrued interest plus the amount of all 
stock transfer taxes. R and D exercised 
the option immediately, and a day or two 
later accepted an offer from another large 
shareholder in the company to purchase 
20,100 of the shares (which would give 
the purchaser control) at $4.50 a share. 
R and D each furnished one-half of the 
shares sold. Shortly afterward N, D and 
a third party procured the incorporation 
of a company to deal in investments, and 
N and D each pledged 5,000 of their 
shares in the manufacturing company to 
a brokerage firm in order to provide the 
investment company with capital. The 
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remaining 12,000 shares of the manu- 
facturing company were sold by R and D 
in 1948. It appeared that in May, 1948 
the profits of the manufacturing com- 
pany increased from an average of $4000 
for the previous two months to $14,000, 
but this fact was not known to R and D 
until after R and D had undertaken to 
purchase the shares from M. In July the 
manufacturing company declared its first 
dividend. The price of the stock ac- 
cordingly rose on the stock market. Dur- 
ing the balance of 1948 R and D pur- 
chased some further shares in the com- 
pany and also sold shares in it from time 
to time and at the end of 1948 they still 
held over 12,000 shares as a result of 
these further transactions. The Minister 
assessed R and D to income tax on the 
profit realized by them in 1948 on the 
sale of their shares in the manufacturing 
company. 

Held (Mr. Fisher), the profit realized by 
R and D on the sale of the shares was 
a capital profit and not income subject to 
tax. 


Ont, Oct 2/53 Allowed 


123 v. M.N.R. 


Business Profit or Capital Gain—Stock- 

in-trade no longer required sold in bulk 

—Not regular course of business—Inten- 
tion immaterial—A business profit 


Appellant company, a manufacturer of 
plastic goods, purchased 300,000 lbs. of 
a certain type of resin in 1951, intend- 
ing to use it in the manufacture of plas- 
tic articles. It used about 100,000 lbs. of 
the resin for that purpose but, in conse- 
quence of complaints concerning the qual- 
ity of the products, discontinued use of 
that resin and found a buyer for the re- 
maining 200,000 lbs. at a profit of $67,- 
387. In its income tax return for 1951 
the company contended that this sum was 
a capital profit on the grounds that it 
was not one of its objects to buy raw ma- 
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terials for resale or to deal in them, that 
the sale of the resin was not the carrying 
on of a business or part of a scheme of 
profit-making, that when buying the resin 
it did not envisage a subsequent sale of it 
in bulk, that it purchased the resin with 
the sole intention of using it in its manu- 
facturing process, that the sale of the re- 
sin was an isolated transaction and not 
in the ordinary course of its business. 

Held (Mr. Fordham), the profit was 
made in connection with material pur- 
chased for use in the company’s manufac- 
turing process and the fact that it was 
sold in bulk instead of as a principal 
ingredient of a manufactured product did 
not affect the character of the profit as 
being a profit of the company’s business 
and so taxable. Geo. Thompson & Co. v. 
CLR. (1927) 12 T.C. 1091 (Rowlatt 
J.), applied. 

Que, Oct 29/53 Dismissed 


Harris v. M.N.R. 


Dependents — Aged uncle and aunt 
wholly dependent on taxpayer — Not 
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within definition of “child” — ITA 
(1951) s. 25(1)(c), 127(7) 
Harris, a married man resident in Que- 
bec, supported in his house an aged uncle 
and aunt, both of whom were afflicted 
with physical disabilities. In his return 
for 1951 he claimed a deduction of $800 
by virtue of ITA s. 25(1)(c), which 
permits a deduction of $400 for each 
child or grandchild wholly dependent 
upon a taxpayer for support and not 
qualified for family allowances and s. 
127(7) which declares that “words re- 
ferring to a child of a taxpayer include 
. . » (b) a person who is wholly depen- 
dent on the taxpayer for support and of 
whom the taxpayer has . . . in law or in 
fact the custody and control”. 
Held (Mr. Fordham), the appeal must 
be dismissed. Section 25(1)(c) could 
not be construed to include an aunt and 
uncle of advanced age within the word 
“child”. Moreover, the words ‘custody 
and control” in s. 127(7) are hardly ap- 
plicable to adults in full possession of 
their faculties. 





Que, Oct 19/53 Dismissed 


THE INCOME TAX REGULATIONS 


_ AMENDMENTS 
P.C. 1953-1773, November 19, 1953 


His EXCELLENCY the Governor General in Council, on the recommendation of the Minister 
of Finance and by virtue of the powers conferred by s. 117 of the Income Tax Act, is pleased 
to amend The Income Tax Regulations made and established by Order in Council P.C. 6471 
of December 22, 1949, as amended, and the said Regulations are hereby further amended by 
revoking secs. 400 and 401 thereof, and by substituting therefor the following new secs. 400 
and 401, the said amendments to be applicable to the 1953 and subsequent taxation years. 


Reg. 400 Amended 


400. (1) The Province of Quebec is the 
province prescribed for the purpose of sec- 
tion 40 of the Act. 

(2) For the purpose of paragraph (a) of 
subsection (1) of section 40 of the Act, the 
following classes of corporations are pre- 
scribed: 


(@) corporations that are taxable under the 
provisions of section 3 of the Quebec 
Corporation Tax Act and that are not 
taxable under the provisions of section 
6 of the Quebec Corporation Tax Act, 
and 


(&) corporations that are taxable under the 
Quebec Mining Act and that are not 
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taxable under section 6 of the Quebec section 40 of the Act, the amount of taxable 
Corporation Tax Act. income earned in a taxation year in a prov- 
ince shall be determined as hereinafter set 
Reg. 401 Amended forth in this Part. 
401. For the purpose of subsection (2) of 
SOR! 53-475 Canada Gazette, Dec. 9, 1953 


PART 2 AMENDED 


P.C. 1953-1950, December 17, 1953 


HIS EXCELLENCY the Governor General in Council, on the recommendation of the Minister 
of National Revenue and by virtue of the powers conferred by s. 117 of the Income Tax Act, 
is pleased to amend The Income Tax Regulations made and established by Order in Council 
P.C. 6471 of December 22, 1949, as amended, and the said Regulations are hereby further 
amended by adding thereto, immediately after s. 211 thereof, the following new s. 212, the 
said amendment to be applicable to payments made on and after January 1, 1954. 


Reg. 212 New or before the fifteenth day of the month fol- 


lowing the month in which the payment, 


212. (1) Every financial company making : : : 
referred to in subsection (1), is made. 


a payment in excess of three dollars in 
respect of accrued interest by virtue of an (3) For the purpose of this section a fin- 
assignment or other transfer of a bond, de- ancial company includes a bank, an invest- 
benture of similar security (other than an ment dealer, a stockbroker, a trust company 
income bond or an income debenture), shall and an insurance company. 
file a return in prescribed form. (4) The provisions of subsection (1) do 
(2) The return referred to in subsection not apply to a payment made by one finan- 
(1) shall be forwarded to the Minister on cial company to another financial company. 
SOR/53-513 Canada Gazette, Jan. 13, 1954 


PART 11 AMENDED 


P.C. 1953-1977, December 18, 1953 


HIS EXCELLENCY the Governor General in Council, on the joint recommendation of the 
Minister of Trade and Commerce, the Minister of Finance, and the Minister of National Revenue, 
and by virtue of the powers conferred by s. 117 of the Income Tax Act, is pleased to amend 
The Income Tax Regulations made and established by Order in Council P.C. 6471 of December 
22, 1949, as amended, and the said Regulations are hereby further amended by revoking 
s. 1107(11) thereof, and by substituting therefor the following new subsec. (11): 


Reg. 1107(11) Amended eligibility in respect of a property unless 
(11) Notwithstanding any other provi- Written application therefor has been made 


sion in this section, the Minister of Trade to him by the taxpayer before March 31, 
and Commerce may not issue a certificate of 1954. 
SOR/53-520 Canada Gazette, Jan. 31, 1954 








